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FINANCIAL  SERVICES  CHAPTER  OF  NAFTA 


TUESDAY,  SEPTEMBER  28,  1993 

House  of  Representatives, 
Committee  on  Banking,  Finance  and  Urban  Affairs, 

Washington,  DC. 

The  committee  met,  pursuant  to  call,  at  10  a.m.,  in  room  2128, 
Rayburn  House  Office  Building,  Hon.  Henry  B.  Gonzalez  [chairman 
of  the  committee]  presiding. 

Present:  Chairman  Gonzalez,  Representatives  Vento,  Flake, 
Waters,  Klein,  Gutierrez,  Rush,  Roybal-Allard,  Velazquez,  Wynn, 
Watt,  Hinchey,  Dooley,  Klink,  McCandless,  Baker,  Pryce,  Knollen- 
berg,  Lazio,  Grams,  and  Castle. 

The  Chairman.  The  committee  will  please  come  to  order. 

This  morning,  because  of  the  fact  that  the  House  has  gone  into 
session  at  10  o'clock  we  will  go  ahead  and  try  to  get  some  of  the 
preliminaries  out  of  the  way  and  then  come  right  back  after  we 
record  our  vote,  and  recognize  the  witnesses. 

I  wanted  at  the  outset  to  thank  each  and  every  one  of  you.  I 
might  say  that  Governor  La  Ware  has  been  particularly  coopera- 
tive. We  were  just  together  last  Friday  at  a  hearing  in  Largo, 
Maryland.  Governor  La  Ware  testified  before  the  Banking  Commit- 
tee. 

Today,  the  committee  meets  again  on  the  examination  of  the  fi- 
nancial services  proviso  of  the  North  American  Free  Trade  Agree- 
ment. At  the  committee's  previous  hearing — September  8— on 
NAFTA  we  heard  testimony  from  several  witnesses  about  the  pos- 
sible risks  associated  with  doing  business  in  Mexico.  The  risks  iden- 
tified for  banks  include  a  greater  potential  credit  exposure  due  to 
broader  bank  powers,  and  an  aggressive  and  volatile  lending  envi- 
ronment resulting  in  rising  levels  of  troubled  assets.  The  Mexican 
lending  environment  is  similar  to  the  lending  environment  in  this 
country  during  the  1980's  which  caused  problems  for  many  U.S. 
banks. 

In  addition,  the  witnesses  identified  several  broader  concerns 
which  would  apply  to  all  financial  service  providers.  Specifically, 
the  volatility  of  the  Mexican  economy  and  its  political  system  and 
the  corruption  which  permeates  Mexico's  political  and  regulatory 
institutions.  In  fact,  the  committee  heard  testimony  from  a  Mexi- 
can national  with  firsthand  knowledge  of  these  conditions  in  his 
country. 

I  would  also  refer  everyone  to  the  article  on  Mexico's  judicial 
system  which  appeared  on  the  front  page  of  yesterday's  Wall  Street 
Journal.  The  article  contains  a  few  examples  of  the  Kafka-like 
horror  stories  which  foreign  business  people  face  when  they  unex- 
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pectedly  get  pulled  into  the  Mexican  justice  system  over  minor 
business  disputes. 

Having  heard  of  these  problems  we  must  now  turn  our  attention 
to  the  U.S.  regulatory  system.  We  must  determine  if  our  regs  £dso 
share  these  concerns,  and  what  steps  they  take  to  deal  with  the 
special  risks  posed  by  doing  business  in  Mexico. 

Regardless  of  whether  anyone  supports  or  opposes  NAFTA,  we 
must  deal  with  these  issues  so  that  if  NAFTA  is  approved,  the 
safety  and  soundness  of  our  financial  industry  is  preserved. 

I  might  say  at  the  very  outset,  that  I  have  been  attempting  to 
have  the  committee  involved  since  last  December  when  President 
Bush  announced  the  agreement,  and  the  difficulty  is  that  all  of  the 
proceedings  were  in  secrecy,  and  we  haven't  even  been  able  to  find 
out  exactly  who  participated  in  what. 

We  are  interested  in  only  one  section.  Since  then,  we  have  re- 
ceived five  tomes,  larger  than  a  phone  book,  which  contains  the 
agreement  in  all  its  multifaceted  areas,  plus  the  side  agreements 
and  the  specific  recital  of  tariff  agreements.  So  that  is  a  tough  one. 
And  I  think  that  we  would  be  remiss  on  this  committee  because 
there  has  been  very  little  discussion  either  in  the  press  or  any- 
where else  about  the  financial  section  and  other  related  issues  of 
this  arrangement,  such  as  securities. 

You  would  think  it  just  has  to  do  with  trade,  but  it  doesn't.  It  is 
very  significant,  and  I  don't  think  we  could  go  ahead,  given  the 
draft  conditions  under  which  this  whole  vote  will  come  to  the  Con- 
gress, and  with  no  chance  to  amend  it,  and  later  it  would  be  said 
that  during  our  watch,  we  let  things  happen  that  we  should  have 
at  least  been  advised  of  or  had  cognizance  of. 

Our  first  panel  of  distinguished  witnesses  will  share  with  us 
their  regulatory  outlook  on  how  they  plan  to  address  these  issues. 
Governor  La  Ware  will  testify  on  behalf  of  the  Federal  Reserve  as  a 
regulator  of  the  international  operations  of  banks. 

Commissioner  Schapiro  will  testify  on  behalf  of  the  Securities 
and  Exchange  Commission  as  a  regulator  of  securities  firms.  I  don't 
want  anybody  to  interpret  this  as  the  Banking  Committee  trespass- 
ing on  the  Energy  and  Commerce  Committee.  But,  our  Committee 
has  areas  in  which  these  two  regulators  share  banking  oversight. 

And  Board  Member  Evans  will  provide  her  opinions  as  a  regula- 
tor of  insurance.  She  also  serves  as  the  chairperson  of  the  NAFTA 
working  group  of  the  National  Association  of  Insurance  Commis- 
sioners. 

In  addition,  today  the  committee  will  examine  the  process  by 
which  NAFTA  was  negotiated.  I  am  reminded  of  an  old  axiom  that 
provided  that,  "To  understand  the  process  is  to  understand  the 
product."  That  is  why  we  have  invited  the  agencies  most  responsi- 
ble for  negotiating  NAFTA. 

Our  second  panel  on  the  negotiation  process  includes  Mr.  Ira 
Shapiro,  the  General  Counsel  of  the  Office  of  the  United  States 
Trade  Representative;  Mr.  Barry  Newman,  Deputy  Assistant  Secre- 
tary for  International  Monetary  Affairs,  Department  of  the  Treas- 
ury. 

We  look  forward  to  this  testimony,  and  I  will  repeat  what  I  said 
at  the  beginning:  Thank  you  very  much  for  helping. 


And  with  that,  I  recognize  Mr.  McCandless  for  any  opening  state- 
ment he  may  wish  to  give. 

Mr.  McCandless.  Thank  you,  Mr.  Chairman. 

I  don't  know  of  any  subject  since  I  have  been  in  public  office, 
which  is  now  going  on  20  years,  which  has  had  so  much  misinfor- 
mation published  about  it.  The  trade  agreement  can  be  canceled 
unilaterally  by  any  of  the  signatories  with  a  notice  of  6  months, 
which  changes  this  then  from  that  of  a  treaty  to  a  trade  agree- 
ment. 

We  have  varying  degrees  of  definitions  of  treaties.  But,  in  es- 
sence, this  is  not  a  treaty  in  the  true  sense  of  the  word.  It  is  a 
trade  agreement.  All  it  does  is  simply  say  under  certain  terms  and 
conditions,  both  sides  agree  to  a  scheduled  lowering  of  tariffs  to  im- 
prove the  trade  between  the  two  countries.  It  is  not  a  socioeconom- 
ic, political  type  of  agreement  where  we  need  to  change  the  life- 
style of  everyone,  the  judicial  system  and  so  forth,  of  Mexico. 

If  there  is  some  question  about  this,  and  I  would  call  your  atten- 
tion to  the  fact  that  we  have  arrangements  with  the  Middle  East, 
we  have  arrangements  with  Africa,  we  have  arrangements  with 
the  Far  East,  who  have  all  kinds  of  problems  in  terms  of  the  socio- 
economic and  political  structure,  the  same  as  Mexico.  I  have  trou- 
ble differentiating  Mexico  from  Brazil,  from  Peru,  from  Ecuador, 
Argentina,  many  other  Latin  American  countries. 

So  I  become  very  concerned  about  the  fact  that  all  of  a  sudden 
because  we  have  negotiated  a  trade  agreement  which  requires  the 
signatures  of  all  three  parties  and  the  approval  of  the  House  of 
Representatives  as  well  as  the  Senate,  that  we  now  need  to  change 
the  entire  life  structure  of  a  country,  which  we  are  not  going  to  do 
but  we  could  do  over  a  period  of  time  because  our  influence  would 
be  more  positive  over  them  than  their  influence  on  us. 

I  look  forward  to  the  testimony,  Mr.  Chairman,  of  our  panel.  I 
hope  that  we  can  keep  the  discussion  on  the  financial  services 
chapter  and  related  matters  rather  than  the  sociopolitical  situation 
in  Mexico. 

The  Chairman.  Thank  you. 

Mr.  Dooley,  do  you  have  a  statement? 

Mr.  Dooley.  Yes,  I  do,  Mr.  Chairman.  Thank  you.  I  ask  unani- 
mous consent  to  have  my  written  statement  entered  in  the  record. 

The  Chairman.  Without  objection,  so  ordered. 

Mr.  Dooley.  I  attended  the  hearing  we  had  a  couple  of  weeks 
ago.  I  guess  I  was  somewhat  surprised  at  a  lot  of  the  concerns  that 
were  issued.  When  I  heard  member  after  member  talk  about  the 
concern  of  not  having  adequate  protections  dealing  with  the  envi- 
ronment, adequate  protections  dealing  with  labor,  I  guess  my 
thought  was,  how  are  we  going  to  best  be  positioned  in  order  to 
impact  those,  and  actually  have  a  positive  impact? 

From  my  analysis  I  am  absolutely  convinced  that  NAFTA  offers 
the  United  States  and  Mexico  the  best  opportunity  to  work  togeth- 
er in  order  to  further  the  interest  of  both  American  and  Mexican 
citizens. 

It  is  clear  that  if  we  want  to  see  economic  progress  in  Mexico, 
that  it  is  important  for  us  to  have  an  economic  partnership.  I  have 
no  question  that  the  United  States'  financial  institutions  have  the 
ability  and  the  competence  to  deal  with  the  Mexican  governmental 
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systems  and  regulatory  agencies  and  whatever  social  or  economic 
problems  that  they  might  have  there  and  do  so  in  a  manner  which 
they  can  ensure  their  stockholders  and  a  lot  of  the  people  that  are 
a  part  of  their  organizations  the  economic  certainty  that  they  need. 

I  think  when  we  are  looking  at  NAFTA  we  really  have  to  step 
back  and  really  understand  that  the  Mexico  economy  is  going  to 
develop  regardless  of  whether  or  not  we  pass  NAFTA.  NAFTA, 
more  than  anything  else,  is  a  policy  which  is  going  to  determine 
United  States  interaction  and  the  manner  in  which  the  United 
States  is  going  to  benefit  from  the  development  of  the  Mexican 
economy. 

If  we  turn  our  back  on  NAFTA,  we  are  going  to  create  a  vacuum, 
we  are  going  to  create  a  void  which  is  going  to  be  filled  by  Japan 
and  other  industrialized  countries  throughout  the  world,  and  that 
will  do  great  harm  to  the  interests  of  working  men  and  women  in 
this  country. 

I  am  interested  in  hearing  what  the  committee  has  to  say  so  we 
can  hopefully  address  some  of  the  concerns  of  the  chairman,  and 
hopefully  with  this  enlightenment,  we  can  move  forward  in  build- 
ing support  for  NAFTA  so  we  can  see  its  enactment. 

[The  prepared  statement  of  Mr.  Dooley  can  be  found  in  the  ap- 
pendix.] 

The  Chairman.  We  will  stand  in  recess  for  20  minutes  to  allow 
for  a  recorded  vote.  We  will  come  right  back. 

[Recess.] 

The  Chairman.  The  Chair  is  very  happy  to  see  the  members,  be- 
cause I  know  we  all  have  other  conflicts.  I  wanted  by  way  of  expla- 
nation to  the  witnesses  to  say  that  there  is  one  of  those  gratuitous 
events  we  can't  predict  in  this  business.  We  are  having  the  Presi- 
dent's wife,  Hillary,  up  here  today  in  the  other  building  talking  on 
the  health  issue.  So  I  wanted  to  thank  the  members  for  attending 
this  hearing. 

Let  me  say  for  those  who  came  in  after  the  opening,  that  the 
Chair  doesn't  want  to  rule  out  recognizing  anybody.  I  believe  Mr. 
Lazio  has  requested  recognition  for  brief  statements.  The  Chair  will 
be  glad  to  recognize  members  who  feel  they  want  to  have  brief 
statements  so  we  can  proceed  with  the  witnesses. 

Mr.  Lazio. 

Mr.  Lazio.  Thank  you,  Mr.  Chairman.  I  appreciate  your  courtesy. 

I  want  to  extend  my  welcome  and  invitation  to  somebody  who 
has  been  a  great  public  servant  and  happens  to  have  grown  up  in 
my  own  district,  Mary  Schapiro,  the  Chairman  of  the  SEC.  We  are 
very  happy  about  that. 

If  I  could  briefly  talk  about  some  of  her  accomplishments.  She 
has  chaired  the  SEC  Task  Force  on  Equal  Employment  Opportuni- 
ty Issues.  She  has  acted  as  liaison  to  the  U.S.  working  group  of  the 
Group  of  30  on  clearance  and  settlement  matters.  She  has  been 
general  counsel  and  senior  VP  for  the  Futures  Industry  Association 
before  she  was  named  as  a  commissioner.  And  she  came,  previous 
to  that,  from  the  Commodity  Futures  Trading  Commission  where 
she  spent  4  years. 

She  is  a  graduate  of  Franklin  and  Marshall  College,  and  got  her 
JD  with  honors  from  GW,  the  National  Law  Center.  Most  impor- 
tantly, she  graduated  from  Babylon  High  School  in  Long  Island, 


and  her  dad,  of  course,  continues  to  be  a  constituent  of  mine.  She 
has  been  providing  outstanding  service,  I  think,  to  our  Nation.  I 
am  proud  she  is  here  today. 

The  Chairman.  Thank  you  very  much.  Congressman.  I  deeply 
appreciate  your  remarks  and  introduction  of  our  witness. 

Does  any  other  member  wish  to  be  recognized  for  a  brief  opening 
statement?  If  not,  I  am  asking  unanimous  consent  that  all  mem- 
bers, both  present  and  absent,  have  by  unanimous  consent  the 
right  to  incorporate  into  the  transcript  of  the  hearings  any  opening 
remarks. 

[The  prepared  statements  of  members  can  be  found  in  the  appen- 
dix.] 

At  this  time  we  will  recognize  Mr.  Castle. 

Mr.  Castle.  Mr.  Chairman,  thank  you. 

I  realize  you  want  to  get  to  very  important  witnesses,  but  I  thank 
you  for  holding  this  series  of  hearings  on  NAFTA,  a  matter  of 
great  importance  to  Delaware.  From  what  I  have  read  and  heard, 
NAFTA  will  benefit  the  United  States  in  the  area  of  financial  serv- 
ices. It  will  open  the  Mexican  market  to  American  banks  and  in- 
surance companies  and  other  providers  of  financial  services.  I 
think  this  will  benefit  our  Nation. 

I  must  tell  you,  many  of  my  constituents  have  serious  concerns 
regarding  NAFTA.  They  are  particularly  concerned,  obviously,  that 
we  will  lose  U.S.  jobs.  That  seems  to  be  the  bottom  line  in  a  variety 
of  areas,  but  this  does  not  appear  to  be  the  case  in  the  financial 
services  industry.  In  fact,  it  may  create  jobs  in  that  area. 

Having  said  that,  I  have  not  heard  a  very  strong  case  for 
NAFTA.  I  hope  from  this  point  on  we  start  to  hear  a  stronger  case. 
I  hope  you  can  address  some  of  those  things. 

I  want  to  know  if  NAFTA  will  benefit  the  financial  services  in- 
dustry. Will  the  safety  and  soundness  of  U.S.  institutions  be  pro- 
tected? Will  the  United  States  retain  strong  regulatory  control  over 
its  institutions  doing  business  in  the  United  States?  And  the  sover- 
eignty issue  has  been  raised  by  NAFTA  opponents  and  needs  to  be 
addressed. 

These  are  things  we  need  to  work  through  today  as  we  work 
toward  supporting  or  not  supporting  NAFTA  in  this  Congress. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you,  Mr.  Castle.  I  think  you  have  been 
very  succinct  and  accurate  in  setting  forth  these  hearings.  We 
don't  want  to  stray  off  into  collateral  matters. 

Here  to  my  right  are  the  six  volumes  that  we  are  supposed  to 
vote  on.  And  I  think  it  should  indicate  the  complexity  of  the  issue, 
which  so  many  are  trying  to  simplify  into  a  simple  rubberstamp- 
ing. 

We  are  interested  particularly  in  our  section  14  which  has  to  do 
with  just  the  banking  and  financial  services.  The  securities  section 
has  a  separate  chapter  to  itself. 

So  with  that,  I  would  like  to  recognize  our  first  witness.  Gover- 
nor John  La  Ware. 


STATEMENT  OF  HON.  JOHN  P.  LaWARE,  MEMBER  OF  THE  BOARD 
OF  GOVERNORS  OF  THE  FEDERAL  RESERVE  SYSTEM 

Mr.  La  Ware.  Thank  you,  Mr.  Chairman. 

I  am  before  the  committee  this  morning  to  discuss  the  proposed 
North  American  Free  Trade  Agreement  as  it  appHes  to  the  finan- 
cial services  industry  £ind  to  banking  in  particular. 

Before  I  begin,  I  want  to  make  clear  that  the  Federal  Reserve 
supports  the  NAFTA  without  qualification.  Its  implementation  will 
provide  overall  benefits  to  the  people  and  the  economy  of  the 
United  States.  And  those  benefits  will  grow  over  time.  The  NAFTA 
will  solidify  United  States  access  to  Canadian  markets  and  provide 
significantly  improved  access  for  many  United  States  firms  to  the 
substantial  Mexican  markets  that  will  expand  rapidly  as  the  Mexi- 
can economy  capitalizes  on  reforms  instituted  over  the  past  decade. 

Moreover,  the  long-term  beneficial  effects  for  the  United  States 
of  a  stable,  growing  economy  on  our  southern  border  are  hard  to 
overstate,  and  may  be  more  meaningful  than  any  of  the  specific 
provisions  of  the  agreement. 

At  this  point,  I  will  summarize  briefly  the  provisions  of  the 
NAFTA  as  they  relate  to  banking,  and  then  turn  to  the  other 
issues  raised  in  your  letter,  Mr.  Chairman,  inviting  me  to  appear. 

The  obligations  set  out  in  the  financial  services  chapter  do  not 
require  any  change  in  U.S.  law  or  regulatory  practice  because  the 
United  States  already  follows  the  NAFTA's  basic  principles,  that  is 
to  say,  market  access,  national  treatment,  and  the  right  to  nondis- 
criminatory or  most-favored-nation  treatment. 

Under  the  NAFTA,  each  country  agrees  to  allow  financial  insti- 
tutions of  the  other  countries  to  establish  and  operate  in  its  market 
through  subsidiaries.  Each  country  must  grant  national  treatment 
to  foreign  firms;  that  is,  treatment  that  provides  them  with  com- 
petitive opportunities  equal  to  those  offered  to  comparable  domes- 
tic financial  institutions. 

Thus,  a  Mexican  or  Canadian  bank  in  the  United  States  will  con- 
tinue to  be  treated  as  a  United  States  banking  organization  and 
any  nonbanking  activities  of  such  affiliates  of  the  banks  will  con- 
tinue to  be  subject  to  the  provisions  of  the  Bank  Holding  Company 
Act.  Although  Mexico  will  only  open  its  banking  market  gradually, 
NAFTA  will  allow  United  States  banks  to  establish  subsidiaries  to 
compete  on  a  national  treatment  basis  with  banks  in  Mexico. 

The  agreement  will  also  allow  each  country,  including  the 
United  States,  to  grandfather  provisions  of  existing  laws  that  do 
not  conform  to  national  treatment  or  most-favored-nation  princi- 
ples. 

From  a  supervisory  standpoint,  an  essential  feature  of  the 
NAFTA  is  that  it  provides  a  substantial  prudential  carveout;  that 
is,  nothing  in  the  services  provisions  in  the  NAFTA  shall  be  con- 
strued to  prevent  a  country  from  adopting  or  maintaining  reasona- 
ble measures  for  prudential  reasons.  The  chapter  gives  a  partial 
list  of  areas  for  prudential  regulation,  including  the  protection  of 
consumers  of  financial  services;  the  maintenance  of  the  safety, 
soundness,  integrity,  or  financial  responsibility  of  financial  market 
participants;  and  ensuring  the  integrity  and  stability  of  the  finan- 
cial system. 


A  prudential  carveout  is  especially  important  because  under  the 
NAFTA  a  country  would  have  the  right  to  a  hearing  on  whether 
another  country  is  abiding  by  its  obligations  under  the  agreement. 
The  disputes  would  generally  be  decided  by  panels,  usually  includ- 
ing financial  experts. 

The  NAFTA  also  provides  for  a  Financial  Services  Committee  to 
supervise  the  implementation  of  the  financial  services  provisions  of 
the  NAFTA.  A  dispute  in  financial  services  may  only  be  brought 
by  a  government  of  a  country. 

In  summary,  the  financial  services  chapter  of  the  NAFTA  incor- 
porates the  principles  of  most-favored-nation  and  national  treat- 
ment that  have  long  been  applied  in  the  United  States  with  respect 
to  foreign  investment. 

I  want  now  to  turn  to  some  of  the  specific  questions  raised  in 
your  letter  of  invitation. 

The  Federal  Reserve's  principal  objective  has  been  to  ensure  that 
any  trade  agreement  affecting  banking  contain  a  strong  protection 
for  the  prudential  actions  of  the  regulators  with  respect  to  both  in- 
dividual institutions  and  the  stability  of  the  financial  system  itself. 
It  is  also  important  that  any  system  set  up  to  review  disputes  in 
financial  services  should  include  the  active  participation  of  finan- 
cial experts.  We  shared  these  views  with  the  Treasury  Department, 
and  provided  technical  assistance  during  the  course  of  the  negotia- 
tions. 

In  its  final  form,  the  NAFTA  contains  provisions  that  satisfy 
those  concerns  of  the  Federal  Reserve.  It  protects  the  interests  of 
prudential  supervision  while  creating  opportunities  for  United 
States  banks  and  other  financial  firms  in  the  Mexican  market. 

Of  course,  under  the  NAFTA,  United  States  banks  and  bank 
holding  companies  will  be  subject  to  the  same  supervision  and  reg- 
ulation of  their  Mexican  operations  by  the  Federal  Reserve  as  cur- 
rently applied  to  all  of  their  other  foreign  operations.  U.S.  banks 
and  bank  holding  companies  must  provide  detailed  financial  re- 
ports on  their  foreign  operations  to  the  Federal  Reserve  for  analy- 
sis to  determine  the  condition  of  such  operations.  This  analysis  is 
included  in  the  ongoing  performance  monitoring  of  that  bank  or 
holding  company. 

In  addition,  the  Federal  Reserve  often  conducts  on-site  examina- 
tions of  foreign  subsidiaries  of  U.S.  banking  organizations.  The  Fed- 
eral Reserve  has  held  and  will  continue  to  hold  discussions  with 
regulators  in  Mexico  concerning  sharing  of  information,  including 
possible  on-site  examinations  of  subsidiaries  of  United  States 
banks. 

The  United  States  banks'  subsidiaries  in  Mexico  will  be  subject 
to  the  same  activity  restrictions  that  are  currently  in  place  with 
respect  to  any  foreign  subsidiary  under  regulation  K.  Foreign  sub- 
sidiaries of  U.S.  banks  are  not  permitted  to  underwrite  or  deal  in 
securities  in  the  United  States,  nor  may  they  underwrite  insur- 
ance. Thus,  foreign  affiliates  of  IJ.S.  banks  cannot  be  used  to  evade 
the  nonbanking  restrictions  of  U.S.  law. 

With  respect  to  the  Foreign  Bank  Supervision  Enhancement  Act 
of  1991,  you  have  asked  whether  Mexican  banks  are  subject  to  com- 
prehensive consolidated  supervision,  and  on  what  basis  the  Board 
made  that  determination.  There  are  several  applications  by  Mexi- 
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can  banks  pending  right  now  at  the  Board,  and  it  would  not  be  ap- 
propriate for  me  to  comment  on  specifics  before  the  applications 
have  been  presented  to  the  Board  for  action. 

I  can  say  that  there  have  been  very  useful  and  informative  dis- 
cussions with  the  supervisory  authorities  in  Mexico  on  the  pro- 
grams that  have  been  put  in  place  in  Mexico  since  the  banks  were 
privatized  starting  in  1991,  and  that  these  discussions  are  continu- 
ing in  order  to  allow  us  to  complete  the  record  on  the  applications. 

In  this  regard,  I  note  that  the  Mexican  authorities  have  estab- 
lished permanent  examination  offices  in  most  of  the  large  Mexican 
banks.  As  a  general  matter,  in  determining  whether  a  particular 
foreign  bank  is  subject  to  consolidated  supervision,  the  Board  con- 
siders a  broad  range  of  information,  including  the  structure  of  the 
supervisory  system,  how  it  applies  to  the  specific  applicant  bank, 
the  scope,  nature,  and  frequency  of  reporting  by  the  bank  to  its  su- 
pervisors, and  substantial  other  information. 

This  is  the  type  of  information  under  review  in  connection  with 
the  applications  by  Mexican  banks.  These  standards  would  not  be 
changed  if  the  NAFTA  were  to  be  adopted. 

As  can  be  seen  from  this  brief  review,  the  NAFTA  could  not  in 
any  way  diminish  the  ability  of  the  United  States  to  apply  sound 
prudential  standards  to  institutions  from  Mexico  or  Canada  operat- 
ing in  the  United  States,  nor  would  it  in  any  way  affect  the  re- 
quirements imposed  on  United  States  banks  in  their  operations 
outside  the  United  States.  The  NAFTA  provides  no  additional 
scope  for  a  U.S.  bank  to  underwrite  securities  or  insurance  in  the 
United  States,  and  it  cannot  be  used  as  a  back  door  to  engage  in 
impermissible  activities  in  the  United  States. 

In  sum,  the  NAFTA  would  provide  substantial  benefits  to  United 
States  banks  and  other  financial  firms  that  are  currently  precluded 
from  operating  in  Mexico.  It  could  also  stabilize  and  strengthen  the 
Mexican  economy  while  allowing  the  United  States  and  United 
States  firms  to  participate  in  the  benefits  to  be  reaped  from  such 
progress. 

Finally,  because  the  entire  regulatory  scheme  applicable  to  all 
foreign  subsidiaries  of  United  States  banking  organizations  will 
also  apply  to  any  Mexican  subsidiaries,  we  believe  NAFTA  will  do 
no  harm  to  the  safety  and  soundness  of  the  United  States  financial 
system  or  its  institutions. 

Mr.  Chairman,  that  completes  my  summary.  I  would  be  happy  to 
answer  any  questions  you  may  have. 

[The  prepared  statement  of  Mr.  La  Ware  can  be  found  in  the  ap- 
pendix.] 

The  Chairman.  Thank  you  very  much. 

Commissioner  Schapiro. 

STATEMENT  OF  HON.  MARY  SCHAPIRO,  COMMISSIONER, 
SECURITIES  AND  EXCHANGE  COMMISSION 

Ms.  Schapiro.  Thank  you,  Mr.  Chairman,  members  of  the  com- 
mittee. Thank  you.  Congressman  Lazio,  for  your  generous  introduc- 
tion. I  very  much  appreciate  the  opportunity  to  testify  on  behalf  of 
the  Securities  and  Exchange  Commission  regarding  the  securities 
aspects  of  the  proposed  North  American  Free  Trade  Agreement. 


The  increase  in  trade  among  the  NAFTA  nations  has  been  paral- 
leled by  an  increase  in  cross-border  securities  activity.  There  are 
more  than  290  Canadian  companies  and  12  Mexican  companies 
with  securities  publicly  traded  in  the  United  States  markets. 

Indeed,  the  largest  Mexican  company,  Telefonos  de  Mexico,  is 
more  actively  traded  in  New  York  than  in  Mexico  City.  Purchases 
and  sales  of  Mexican  securities  by  United  States  investors  has 
jumped  from  $363  million  in  1982  to  over  $19  billion  in  1992. 

United  States  brokerage  firms  have  managed  or  comanaged 
many  of  the  recent  privatizations  of  Mexican  industry.  These  are 
but  a  few  examples  of  the  cross-border  securities  activities  that 
have  steadily  increased  among  the  NAFTA  nations. 

In  response  to  this  increase  in  cross-border  investment  and  activ- 
ity, the  SEC  has  strengthened  its  relations  with  the  securities  regu- 
lators of  Canada  and  Mexico.  In  1988,  the  SEC  entered  into  a 
memorandum  of  understanding  on  enforcement  cooperation  with 
the  three  principal  securities  regulators  of  Canada.  We  entered 
into  a  similar  understanding  with  the  Comision  Nacional  de  Va- 
lores  of  Mexico  in  1990. 

In  1991,  we  instituted  a  multijurisdictional  disclosure  system 
with  Canada  that  allows  large  Canadian  companies  to  use  Canadi- 
an disclosure  documents  in  the  United  States  and  permits  large 
United  States  companies  to  use  United  States  disclosure  documents 
in  Canada. 

In  1992,  we  initiated  the  creation  of  the  Council  of  Securities 
Regulators  for  the  Americas,  an  organization  whose  members  are 
the  securities  regulators  of  16  nations  in  North,  Central,  South 
America,  and  the  Caribbean,  and  of,  course,  including  Canada  and 
Mexico.  As  a  result  of  these  and  other  activities,  we  at  the  SEC  are 
in  almost  daily  contact  with  our  counterparts  in  Canada  and 
Mexico. 

The  SEC  has  chosen  to  pursue  these  international  initiatives  be- 
cause we  believe  that  international  cooperation  is  essential  to  pro- 
tecting domestic  investors.  Investor  protection  remains  the  SEC's 
principal  mission,  and  thus  the  SEC  has  worked  closely  with  the 
Treasury  Department  to  ensure  that  NAFTA  will  not  adversely 
affect  our  ability  to  regulate  the  U.S.'s  securities  markets,  and  we 
are  confident  that  NAFTA  will  not  impair  our  ability  to  regulate 
U.S.  markets  or  protect  investors. 

The  SEC  has  also  worked  closely  with  the  securities  industry  on 
questions  of  market  access.  The  industry  view,  which  we  share,  is 
that  NAFTA  will  create  substantial  market  opportunities  in 
Mexico. 

The  U.S.  securities  markets  are  a  tremendous  national  resource. 
They  allow  millions  of  investors  to  share  in  the  growth  and  profits 
of  U.S.  companies,  and  they  allow  U.S.  companies  to  raise  the  cap- 
ital needed  to  expand  and  improve  their  operations. 

Strong  regulation  is  absolutely  essential  to  maintain  the  confi- 
dence of  investors  in  the  fairness  and  integrity  of  our  markets.  The 
Federal  securities  laws,  however,  do  not  attempt  to  protect  inves- 
tors through  the  exclusion  of  foreign  securities  firms  or  foreign  is- 
suers. 

On  the  contrary,  the  Federal  securities  laws  require  open  compe- 
tition among  domestic  and  foreign  firms,  and  thus  we  find  there  is 
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no  inconsistency  between  open  securities  markets  and  strong  secu- 
rities regulation. 

NAFTA  generally  requires  that  each  country  grant  both  national 
treatment  and  most-favored-nation  treatment  to  providers  of  and 
investors  in  financial  services  from  other  NAFTA  countries.  These 
general  principles  are  subject  to  a  number  of  qualifications,  includ- 
ing most  importantly  a  prudential  exception  which  allows  a 
NAFTA  country  to  maintain  or  adopt  measures  to  protect  inves- 
tors, to  maintain  safety  of  financial  firms,  and  to  ensure  financial 
market  stability. 

There  are  three  principal  reasons  why  NAFTA  will  not  impair 
the  regulation  of  the  U.S.  securities  markets,  affect  our  ability  to 
continue  to  protect  U.S.  investors,  or  indeed  require  any  change  at 
all  in  the  Federal  securities  laws  or  rules. 

The  first  is  that  the  Federal  securities  laws  and  rules  generally 
do  not  discriminate  against  or  among  firms  or  investors  from  other 
nations,  including  Canada  and  Mexico.  Thus,  the  U.S.  securities 
laws  essentially  already  provide  the  national  treatment  and  most- 
favored-nation  treatment  that  is  required  by  NAFTA. 

Second,  NAFTA  will  not  prevent  a  country  from  adopting  or 
maintaining  reasonable  measures  for  prudential  reasons,  such  as 
protecting  investors,  maintaining  the  safety  of  financial  firms,  or 
ensuring  the  integrity  of  the  financial  markets.  This  prudential 
carveout  will  allow  the  SEC  to  continue  to  regulate  the  U.S.  securi- 
ties markets  in  a  manner  designed  to  achieve  these  objectives. 

Third,  if  the  increase  in  securities  activities  among  the  three 
NAFTA  countries  leads  to  any  need  for  increased  enforcement  of 
the  United  States  securities  laws,  our  counterparts  in  Canada  and 
Mexico  stand  ready  to  assist  the  SEC  in  our  enforcement  efforts. 

In  our  memoranda  of  understanding  with  the  securities  regula- 
tors of  Mexico  and  Canada,  each  regulator  agrees  to  provide  the 
other  reciprocal  assistance  in  enforcement  and  other  matters. 

Although  Mexico  has  opened  up  its  economy  in  recent  years  in 
many  ways  it  remains  quite  difficult  for  United  States  securities 
firms  to  operate  in  Mexico.  NAFTA  will  change  this  dramatically, 
creating  substantial  opportunities  for  United  States  brokerage 
firms  and  mutual  fund  management  companies  in  Mexico.  It  is  for 
this  reason  that  both  the  Securities  Industry  Association  and  the 
Investment  Company  Institute  strongly  support  NAFTA. 

Mexico  now  imposes  very  strict  limits  on  the  ability  of  foreign  fi- 
nancial firms  to  acquire  interests  in  Mexican  securities  firms  or  to 
conduct  operations  through  subsidiaries  in  Mexico.  Under  NAFTA, 
a  United  States  or  Canadian  securities  firm  will  be  able  to  acquire 
a  Mexican  securities  firm  or  to  establish  a  wholly  owned  subsidiary 
in  Mexico,  and  NAFTA  will  guarantee  these  United  States  and  Ca- 
nadian firms  national  treatment. 

They  will  be  able  to  engage  in  all  the  activities  allowed  to  Mexi- 
can securities  firms.  There  will  be  transitional  limits  on  the 
market  share  of  the  United  States  and  Canadian  firms  in  Mexico, 
but  the  access  provided  by  NAFTA  is  far  more  important  than 
these  temporary  limits. 

Mexico  has  allowed  United  States  securities  firms  to  engage  in 
certain  cross-border  activities  in  Mexico  from  the  United  States,  in- 
cluding participating  in  and  structuring  certain  transactions  in 
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Mexico.  Indeed,  as  I  said  earlier,  United  States  securities  firms 
have  played  a  major  role  in  advising  the  Mexican  Government  in 
the  privatization  of  various  State  enterprises. 

Thus,  another  important  aspect  of  NAFTA  from  the  perspective 
of  United  States  industry  is  a  standstill  provision  in  which  the 
United  States  and  Mexico  have  agreed  not  to  restrict  the  current 
level  of  cross-border  financial  services.  This  should  allow  United 
States  securities  firms  to  continue  to  provide  the  services  they  are 
already  providing  in  Mexico  from  their  United  States  offices. 

Mexico  now  forbids  United  States  mutual  fund  managers  from 
managing  Mexican  mutual  funds.  Under  NAFTA,  United  States 
mutual  fund  managers  will  be  able  to  establish  wholly  ov/ned  man- 
agement companies  in  Mexico.  These  Mexican  subsidiaries  will  be 
able  to  organize  Mexican  mutual  funds  and  provide  these  funds 
with  advisory,  distribution,  and  other  services.  There  will  be  no 
market  share  or  other  special  limits  imposed  on  the  activities  of 
these  funds. 

NAFTA  does  contain  other  provisions  that  will  provide  certain 
protection  to  United  States  securities  firms  active  in  Mexico. 
NAFTA's  transparency  provision  will  ensure  that  our  firms  receive 
clear  information  and  guidance  about  regulatory  requirements,  in- 
cluding the  new  licensing  procedures  in  Mexico. 

In  addition,  NAFTA  prevents  cross-sectoral  retaliation,  so  that 
the  access  gained  by  U.S.  financial  firms  or  the  U.S.  capital  mar- 
kets generally  will  not  be  adversely  affected  by  disputes  that  might 
arise  outside  the  financial  services  sector. 

Let  me  conclude  by  reiterating  that,  because  the  U.S.  securities 
laws  already  provide  the  national  treatment  and  most-favored- 
nation  treatment  required  by  NAFTA,  and  because  NAFTA  specifi- 
cally provides  for  prudential  securities  regulation,  NAFTA  will  not 
affect  the  SEC's  ability  to  regulate  the  U.S.  securities  markets  or 
indeed  require  any  changes  at  all  in  the  U.S.  securities  laws  or 
rules. 

NAFTA  will,  on  the  other  hand,  create  substantial  opportunities 
for  United  States  firms  in  Mexico.  As  a  result,  from  a  securities 
perspective,  NAFTA  is  a  good  agreement  for  the  United  States. 

Thank  you  very  much,  Mr.  Chairman. 

[The  prepared  statement  of  Ms.  Schapiro  can  be  found  in  the  ap- 
pendix.] 

The  Chairman.  Thank  you.  Commissioner. 

Ms.  Evans. 

STATEMENT  OF  HON.  ALLENE  EVANS,  MEMBER  OF  THE  TEXAS 
BOARD  OF  INSURANCE,  AND  CHAIRPERSON  OF  THE  NAFTA 
WORKING  GROUP  OF  THE  NATIONAL  ASSOCIATION  OF  INSUR- 
ANCE COMMISSIONERS 

Ms.  Evans.  Chairman  Gonzalez  and  committee  members,  I  ap- 
preciate the  opportunity  to  address  the  committee  on  the  provi- 
sions and  principles  of  the  North  American  Free  Trade  Agreement 
that  relate  to  the  business  of  insurance. 

My  name  is  Allene  Evans.  I  am  a  member  of  the  Texas  State 
Board  of  Insurance,  one  of  a  three-member  panel  who  has  devel- 
oped agency  policy,  establishes  rates,  and  has  had  general  regula- 
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tory  oversight  of  the  insurance  industry  in  the  State  of  Texas.  I  am 
also  chairperson  of  the  NAFTA  working  group  of  the  National  As- 
sociation of  Insurance  Commissioners. 

NAFTA  provides  a  framework  for  linking  the  insurance  markets 
of  the  United  States,  Mexico,  and  Canada,  thus  forming  the  largest 
regional  insurance  market  in  the  world;  38  percent  of  world  insur- 
ance premiums.  Given  the  earlier  United  States-Canada  Free 
Trade  Agreement,  NAFTA's  greatest  United  States  impact  on  in- 
surance is  in  relation  to  the  insurance  markets  of  our  country  and 
Mexico. 

The  agreement  generally  establishes  principles  allowing  the 
right  to  establish  operations  in  other  NAFTA  countries,  to  receive 
national  treatment  and  most-favored-nation  status,  to  engage  in 
certain  cross-border  trade,  and  hire  personnel  regardless  of  nation- 
ality. These  principles  remain  subject  on  an  ongoing  basis  to  pru- 
dential regulation  in  order  to  protect  the  public  and  a  one-time  res- 
ervation of  nonconforming  measures.  Additionally,  there  are  tran- 
sitory limitations  on  United  States  and  Canadian  insurance  oper- 
ations in  Mexico. 

In  anticipation  of  NAFTA  and  for  many  other  reasons,  among 
them  our  shared  border,  economic  interests  and  history,  Texas  has 
been  working  directly  with  Mexico  to  address  insurance  issues  of 
mutual  concern  through  increasing  coordination  and  exchanges  of 
information.  This  has  been  very  productive,  and  in  fact  we  have 
been  able  to  assist  each  other  in  a  number  of  enforcement  actions 
relating  to  unauthorized  insurance  problems  and  fraud  on  both 
sides  of  the  border. 

In  August,  insurance  regulators  from  Mexico,  Texas,  New 
Mexico,  and  California  met  in  San  Antonio  to  discuss  border  insur- 
ance issues,  and  in  that  meeting  we  agreed  to  work  together  on  a 
number  of  problems  of  mutual  concern.  We  followed  that  San  An- 
tonio meeting  with  a  2-day  meeting  at  the  Texas  Department  of  In- 
surance with  key  staff  of  Mexico's  National  Insurance  and  Surety 
Commission,  where  we  had  an  opportunity  to  continue  discussions 
that  were  started  over  a  year  ago  regarding  our  respective  insur- 
ance markets  and  regulatory  systems. 

We  exchanged  a  lot  of  specific  information  on  our  solvency  regu- 
lation, mechanics  of  regulation  and  enforcement  activities,  and  we 
also  agreed  to  future  exchanges  of  information  and  to  provide 
mutual  technical  support  in  fighting  unauthorized  insurance  oper- 
ations on  both  sides  of  the  border  and  to  cooperate  on  systems  for 
regulation  and  examination  of  insurance  companies,  as  well  as 
other  issues  of  mutual  concern. 

In  Texas  we  are  committed  to  continuing  our  close  work  with 
Mexican  insurance  officials  even  if  NAFTA  is  not  ultimately  rati- 
fied. If  NAFTA  is  ratified,  it  will  be  equally  important  that  Texas 
and  Mexico  continue  to  work  closely  together  to  assure  that  con- 
sumers of  both  jurisdictions  are  adequately  protected  through  effec- 
tive regulation. 

State  insurance  regulators  have  been  involved  in  the  NAFTA 
drafting  process  through  the  National  Association  of  Insurance 
Commissioners,  and  we  have  focused  on  issues  relating  to  our  abili- 
ty as  regulators  to  protect  the  public.  The  NAFTA  working  group 
has  had  particular  concerns  about  the  strength  of  the  prudential 
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clause,  which  both  Governor  La  Ware  and  Commissioner  Schapiro 
have  already  addressed,  the  effect  of  the  cross-border  provisions 
and  State  participation  in  dispute  resolution. 

I  would  like  to  take  a  few  minutes  to  address  each  of  these  issues 
in  turn.  First,  as  to  the  prudential  clause,  I  believe  that  govern- 
mental regulation  of  financial  services  is  a  complex  and  difficult 
process.  Both  the-  States  and  the  Federal  Government  have  met 
with  mixed  success  in  their  efforts  to  protect  the  public  in  this 
area. 

Improvements  of  our  regulatory  systems  must  continue  to  be 
made.  Consequently,  the  ability  to  simply  reserve  existing  con- 
sumer protection,  financial  soundness,  and  solvency  measures  is 
not  in  my  view  sufficient  to  protect  the  public. 

I  believe  that  State  and  Federal  authority  to  adopt  new,  reasona- 
ble measures  must  be  preserved.  I  further  believe  that  the  NAFTA 
prudential  exception  for  financial  services  does  this.  The  language 
is  both  broad  and  specific. 

Additionally,  we  have  received  a  number  of  assurances  from  var- 
ious Federal  officials  that  prudential  regulation  is  not  affected  by 
NAFTA,  including  differing  treatment  of  U.S.  and  non-U.S.  insur- 
ers where  prudentially  necessary. 

The  effect  of  the  cross-border  trade  provisions  has  also  been  of 
particular  concern.  Our  focus  has  been  on  whether  NAFTA  would 
create  new  rights  for  unauthorized  insurers,  and  therefore  restrict 
regulators'  abilities  to  protect  the  public. 

We  have  been  assured  by  the  Department  of  Treasury  that  the 
provision  against  adopting  measures  restricting  cross-border  trade 
by  financial  service  providers  applies  only  to  new  measures  and 
gives  no  new  rights  to  unauthorized  insurers.  We  have  been  fur- 
ther assured  that  the  specific  reference  to  the  prudential  section  in 
the  cross-border  section  is  not  one  of  limitation,  but  rather  empha- 
sis. 

In  my  written  statement  I  have  addressed  certain  other  aspects 
of  the  cross-border  trade  provision  that  I  won't  go  into  in  summary 
before  the  committee,  but  the  bottom  line  interpretation  that  I 
have  at  this  time  is  that  the  cross-border  provision  does  not  take 
unlicensed  business  and  make  it  legal. 

Turning  to  the  question  of  dispute  resolution,  which  is  a  some- 
what different  issue  in  insurance  because  insurance  is  fundamen- 
tally regulated  by  the  States  and  not  by  the  Federal  Government, 
NAFTA  does  not  provide  for  State  participation  in  dispute  resolu- 
tion. 

Indeed,  State  insurance  regulators  as  a  party  are  not  eligible  to 
be  panel  participants  in  the  dispute  resolution  process.  Under  these 
circumstances,  effective  State  regulation  can  be  undermined  unless 
there  is  careful  consultation  between  the  States  and  Federal  Gov- 
ernment. In  our  discussions  with  the  Federal  representatives,  the 
NAFTA  working  group  has  emphasized  the  importance  of  clear 
and  adequate  procedures  in  this  area. 

As  my  comments  may  imply,  State  regulators  and  staff  from  the 
United  States  Department  of  Commerce,  the  Department  of  Treas- 
ury, and  the  Office  of  the  Trade  Representative  have  had  much 
conversation  and  correspondence  regarding  regulators'  current  con- 
cerns and  questions  that  arose  during  the  drafting  process. 
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We  were  given  a  standing  invitation  to  review  agreement  drafts 
on  an  ongoing  basis  and  we  did  so.  The  absence  of  any  formal  role 
in  the  drafting  process  did  however  make  the  process  much  more 
difficult. 

Briefings  were  ad  hoc  and  it  was  never  clear  what  impact  com- 
ments might  have.  Nonetheless,  I  believe  that  the  NAFTA  working 
group  was  generally  successful  in  obtaining  the  necessary  clarifica- 
tions. 

We  do  hope  to  have  the  opportunity  to  timely  review  and  com- 
ment on  NAFTA  implementing  legislation  and  the  statement  of  ad- 
ministrative action  to  assure  that  our  concerns  relating  to  the  pro- 
tection of  the  public  are  addressed. 

I  should  note  that  NAFTA  requires  the  States  of  California,  Flor- 
ida, Illinois,  Ohio,  New  York,  and  Texas  to  reserve  existing  noncon- 
forming measures  by  January  1,  1994.  Our  initial  responses  have 
been  requested  by  October  15,  and  through  the  NAIC,  we  are  work- 
ing to  coordinate  our  respective  responses  on  this  issue. 

I  would  now  like  to  turn  to  the  remaining  questions  I  have  been 
asked  to  address  by  the  chairman  about  NAFTA's  possible  effects 
on  the  U.S.  insurance  market,  U.S.  insurance  companies,  and  pol- 
icyholders in  both  countries  as  well  as  possible  effects  on  guaranty 
funds,  guaranty  fund  protection,  and  other  issues  of  State  and  Fed- 
eral law. 

Currently,  the  United  States  and  Mexico  insurance  markets  are 
quite  different.  Like  Canada,  the  United  States  insurance  market  is 
a  mature  one,  meaning  of  limited  growth  potential.  Indeed,  in  the 
United  States,  the  average  annual  per  capita  insurance  expense  is 
over  $2,000.  By  way  of  contrast,  in  Mexico  this  figure  is  approxi- 
mately $38. 

Please  note  that  I  provide  these  figures  to  contrast  the  two  mar- 
kets and  not  to  endorse  the  amount  of  money  that  U.S.  consumers 
are  required  to  spend  on  insurance. 

Mexico's  insurance  market  is  growing  rapidly.  Real  growth  of 
direct  premium  was  11.7  percent  in  1991  and  20.5  percent  in  1992. 
Mexico  currently  has  40  insurance  companies  and  2  reinsurance 
companies  with  a  total  premium  volume  of  about  $4.7  billion.  That 
is  the  latest  available  figure,  and  is  updated  from  the  $4  billion 
figure  in  my  written  statement. 

Again,  by  way  of  contrast,  Texas  alone  has  2,586  insurers  li- 
censed to  do  business  in  our  State,  with  approximately  $35  billion 
in  annual  premium. 

Mexican  insurance  access  to  United  States  markets  is  already 
fairly  open.  Non-U.S  insurance  firms  can  enter  most  States 
through  at  least  one  of  several  means.  They  may  enter  under  vari- 
ous State  of  entry  laws,  or  as  a  foreign,  meaning  out-of-State,  insur- 
er after  admission  under  the  laws  of  another  State  or  they  may 
enter  as  a  surplus  lines  carrier. 

Although  Mexico  has  already  begun  permitting  foreign  invest- 
ment in  its  insurance  sector,  there  are  significant  barriers  to 
United  States  firms  that  over  time  NAFTA  could  eliminate.  Al- 
though activity  by  Mexican  firms  will  increase  competition  in  the 
United  States  market,  I  do  not  believe  NAFTA  will  substantially 
affect  that  market  given  the  current  differences  in  size  between  the 
two  markets. 
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I  do  believe  we  will  see  many  more  Mexican  insurers  seeking  ad- 
mission into  the  United  States  and  that  there  will  be  new  insur- 
ance products  designed  to  meet  cross-border  insurance  needs 
whether  or  not  NAFTA  is  ratified.  That  is  in  part  because  the 
NAFTA  process  has  caused  States  to  focus  on  their  provisions  for 
non-U.S.  insurer  industry. 

For  example,  Texas  recently  passed  a  new  State-of-entry  provi- 
sion designed  to  provide  increased  access  to  the  Texas  market 
while  permitting  effective  regulatory  oversight.  Our  legislature 
adopted  this  provision  in  anticipation  of  NAFTA,  but  it  offers  bene- 
ficial legal  reform  in  any  event. 

Both  the  United  States  and  Mexican  insurance  firms  do  face  ad- 
ditional challenges  when  doing  business  in  a  new  jurisdiction. 
Legal  requirements  and  procedures  will  vary.  And  as  with  any  new 
insurance  market,  regulators  must  be  concerned  that  insurers  have 
sufficient  financial  and  management  resources  to  handle  the  new 
risks. 

I  do  not  believe,  however,  that  these  concerns  are  much  different 
from  those  faced  when  an  insurer  moves  into  the  sale  of  insurance 
products  substantially  different  from  those  they  are  already  selling. 
It  is  the  duty  of  all  concerned  to  see  that  management  behaves  re- 
sponsibly and  that  regulators  do  their  jobs  to  avoid  adverse  con- 
sumer impact. 

The  possible  risk  to  United  States  and  Mexican  policyholders  in 
purchasing  insurance  from  an  insurer  from  the  other  country  may 
include  possible  differences  in  asset  value  at  the  time  of  replace- 
ment, possible  currency  devaluation  or  conversion  cost,  and  differ- 
ing legal  standards  and  judicial  systems. 

NAFTA  would  not  generally  affect  policyholder  guaranty  fund 
rights.  Although  State  guaranty  funds  vary,  generally  the  laws  op- 
erate on  a  State  of  residence  basis. 

Ordinarily,  the  guaranty  fund  from  the  claimant's  State  of  resi- 
dence or  where  the  affected  property  is  located  is  the  one  responsi- 
ble for  pa3nnent.  Thus,  a  resident  U.S.  policyholder's  purchase  of 
insurance  from  a  Mexican  insurer  would  not  affect  that  claimant's 
guaranty  fund  eligibility  because  the  policyholder's  residence  is  un- 
changed by  the  transaction. 

Since  Mexico  currently  does  not  have  a  guaranty  fund,  a  resident 
of  Mexico  who  purchased  insurance  from  a  United  States  insurer, 
insolvent  at  the  time  of  claim,  would  be  without  coverage,  and  that 
is  the  case  today.  I  understand  that  the  Mexican  Insurance  Com- 
mission has  been  studjdng  the  creation  of  a  Mexican  guaranty  fund 
with  the  direction  that  a  fund  be  established  by  next  December,  at 
least  as  to  catastrophic  risks. 

Possible  NAFTA  effects  on  guaranty  funds  themselves  would 
appear  to  be  neutral.  Although  I  have  some  concerns  about  the 
adequacy  of  the  State  guaranty  fund  system  as  a  whole,  NAFTA 
itself  does  not  appear  to  pose  additional  problems  for  the  system. 

And  I  should  note  that  according  to  the  CNSF,  the  national  in- 
surance regulatory  institution  of  Mexico,  within  the  past  10  years 
two  Mexican  insurers  have  experienced  solvency  problems  that  re- 
quired regulatory  action  but  that  no  consumers  were  left  with 
unpaid  claims.  I  will  also  note  there  is  currently  one  Mexican  in- 
surer under  supervision,  although  solvent. 
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Again,  I  must  emphasize  it  is  the  responsibility  of  both  regula- 
tors and  insurance  company  management  to  avoid  adverse  effects 
on  the  public.  While  there  are  many  changes,  in  State  and  Federal 
laws,  that  I  would  personally  recommend  to  improve  the  protection 
of  insurance  consumers,  those  recommended  changes  are  not  relat- 
ed to  NAFTA,  but  rather  to  insurance  regulation  generally,  and 
Chairman  Gonzalez  and  others  have  heard  some  of  my  testimony 
previously  on  those  issues. 

In  summary,  I  believe  that  consumer  protection  is  the  only 
reason  for  insurance  regulation.  There  is  no  other. 

Further,  I  believe  that  NAFTA  does  not  impair  State  insurance 
regulators'  ability  to  protect  the  public.  I  base  this  view  of  NAFTA 
on  the  strength  of  the  treaty's  prudential  provision  and  the  quality 
of  Mexico's  insurance  regulatory  system. 

I  will  be  pleased  to  answer  any  questions  the  chairman  or  the 
committee  might  have. 

Thank  you. 

[The  prepared  statement  of  Ms.  Evans  can  be  found  in  the  appen- 
dix.] 

The  Chairman.  Thank  you  very  much. 

Very  good  testimony  from  all  three.  I  want  to  thank  you  particu- 
larly, Ms.  Evans.  It  seems  like  all  of  the  witnesses,  with  the  excep- 
tion of  Ms.  Evans,  who  has  made  some  cautionary  notes,  I  think 
our  two  other  witnesses  are  unqualifiedly  supporting  the  so-called 
NAFTA.  We  have  two  witnesses  from  the  administration  following 
you.  I  am  sure  that  they  will  be  also  in  unqualified  support.  Of 
course,  rather  than  reducing  or  removing  concern,  it  heightens 
mine,  because  your  testimony.  Governor  La  Ware  and  Commission- 
er Schapiro,  has  some  assumptions  that  I  would  not  necessarily 
accept  given  the  track  record  and  our  Banking  Committee  experi- 
ence with  each  one  of  the  two  regulators. 

There  is  a  lot  of  history  involved  here.  Mexico  has  always  been 
number  one  when  it  came  to  laundering  banking  resources  of 
money.  During  the  war,  in  fact,  I  started  working  the  first  day  of 
the  war,  with  what  turned  out  to  be  eventually  the  cable  and  radio 
censorship  under  first  military  or  Army  and  then  Naval  intelli- 
gence. 

I  had  an  option  to  work  as  military  or  civilian,  and  I  chose  to  do 
so  as  a  civilian  because  I  felt  financially  I  would  have  benefited, 
and  also  I  would  have  been  eligible  for  the  benefit  legislation  that 
was  going  through  the  Congress  at  the  time  and  subsequent  to 
that,  I  opted  to  remain  in  the  civilian  capacity  because  I  felt  I  had 
freedom.  All  during  World  War  II,  Mexico  was  the  leading  banking 
launderer  for  such  things  as  the  former  King  of  England,  the  Duke 
of  Windsor,  who  after  his  deposing  was  sent  to  the  Bahamas  as 
Governor,  and  together  with  a  very,  very  interesting  character  by 
the  name  of  Axel  Wintergreen,  laundered  millions  of  dollars 
through  Mexico,  through  a  makeup  bank  by  the  name  then  of  Bo- 
mercer  International.  The  picture  hasn't  changed  any  through  the 
years  except  that  now  the  focus  is  on  drug  money  laundering. 

Now,  one  interesting  question  that  arose  in  the  last  hearing 
when  we  had  the  representative  from  Citicorp,  was  why  has  Citi- 
corp been  the  only  bank  permitted  to  do  business  in  Mexico  since 
1929?  Governor  La  Ware,  do  you  happen  to  have  any  idea? 
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Mr.  La  Ware.  Mr.  Chairman,  before  World  War  II  there  were  a 
number  of  foreign  banks  operating  in  Mexico.  All  but  Citibank 
withdrew  at  about  that  time  for  whatever  reasons,  I  don't  know  at 
the  moment.  Citibank  remained,  and  when  restrictions  were  put  on 
the  entry  of  other  banks.  Citibank  was  protected,  in  effect  grandfa- 
thered in  terms  of  their  franchise  in  Mexico. 

The  Chairman.  I  believe  you  said  in  your  testimony  that  the 
Board's  regulation  K  governs  international  operation  of  member 
banks,  bank  holding  companies.  What  preoccupies  me  the  most  is 
the  easy  assumption  that  regulation  of  whatever  subsidiary  of  an 
American  bank  is  established  or  set  up  in  Mexico  in  pursuance  of 
this  arrangement  doesn't  need  or  doesn't  require  more  regulatory 
oversight  than  what  presently  applies. 

What  we  are  preoccupied  with  right  now  on  this  committee  is 
BNL.  We  haven't  closed  out  BNL,  and  our  track  record  there  with 
respect  to  the  regulators — and  the  Federal  Reserve,  to  be  exact, 
leaves  a  lot  to  be  desired.  Over  90  percent  of  so-called  international 
banking  activities  are  on  the  State  level.  And  I  think  what  Board 
Member  Evans  said  with  respect  to  insurance  and  financial  serv- 
ices can  be  transposed  without  contradiction  to  the  banking  sector. 

But  regulation  K  would  govern  the  permissible  activities  of 
United  States  banks  operating  in  Mexico.  The  governing  laws,  the 
Bank  Holding  Company  Act,  the  Federal  Reserve  Act,  do  give  a 
great  degree  of  regulatory  discretion  to  the  Federal  Reserve,  quite 
a  bit. 

Does  the  Federal  Reserve  have  plans  to  increase  the  limits  on  se- 
curities business,  expand  the  types  of  insurance  business,  or  other- 
wise amend  regulation  K  post-NAFTA? 

Mr.  La  Ware.  No,  sir. 

The  Chairman.  How  will  the  Federal  Reserve  respond  to  pres- 
sure from  the  United  States  banks  to  amend  NAFTA  so  that  those 
banks  can  compete  more  aggressively  with  the  Mexican  banks? 

Mr.  La  Ware.  There  has  been  no  indication  that  United  States 
banks  are  dissatisfied  with  the  regulation  K  restrictions  on  their 
operations  in  any  other  jurisdiction,  and  we  certainly  have  heard 
no  complaint  about  the  restrictions,  the  potential  restrictions  on 
their  operations  in  Mexico.  On  the  contrary.  United  States  banks 
are  delighted  to  be  able  to  have  a  chance  for  the  first  time  to  enter 
the  Mexican  market  on  an  onsite  basis. 

The  Chairman.  My  time  has  expired.  I  am  going  to  ask  unani- 
mous consent  to  proceed  for  2  additional  minutes  in  order  to 
pursue  this  line  of  questioning.  Then  the  remaining  questions  I  will 
submit  in  writing. 

I  am  concerned  about  what  our  regulatory  authorities  will  do, 
and  the  kind  of  advice  they  will  be  giving  in  the  interim  to  these 
enterprises  that  are  considering  going  into  the  Mexican  market.  As 
I  say,  I  think  that  even  the  regulatory  framework  of  reference  do- 
mestically is  so  lacking. 

We  had  a  hearing  in  San  Antonio,  this  past  July,  in  which  the 
testimony  was  very  firm  and  decisive  as  to  what  other  sections  of 
NAFTA  will  do  that  would  enhance  the  ability  of  the  drug  traffick- 
ers to  proceed  and  conveniently  use  banking  resources  in  Mexico  to 
launder  the  proceeds. 
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So  we  have  that  as  a  background.  And  I  am  going  to  ask  unani- 
mous consent  that  that  pertinent  section  of  the  testimony  in  the 
San  Antonio  hearing  be  incorporated  in  the  record  here  at  this 
point. 

[The  information  referred  to  can  be  found  in  the  appendix.] 

The  Chairman.  Commissioner  Schapiro,  I,  of  course,  all  through 
my  experience  I  have  done  everything  I  can  to  keep  from  being 
cynical,  and  I  don't  think  I  am,  and  even  though  I  am  not  from 
Missouri,  I  have  to  be  shown.  And  particularly  in  the  case  of  the 
SEC's,  in  my  opinion,  inadequate  ability  to  regulate  the  securities 
investment  firms,  particularly  those  doing  business  in  the  purchase 
of  government  paper,  which  also  involves  the  Fed,  We  had  a  bill 
last  year  that  I  wanted  to  offer  as  an  amendment  to  the  act  that 
was  approved.  But  we  didn't  succeed  because  of  some  resistance. 
All  we  wanted  to  do  was  provide  a  more  equitable  advisory  council 
over  there,  which  certifies  those  that  will  participate  in  this  activi- 
ty- 

But  after  the  Salomon  Brothers  case,  and  in  my  opinion  the 
abject  failure  of  the  SEC  to  regulate  or  even  do  anjrthing  about 
fixing  it,  in  fact,  compounding  it  by  a  slap  on  the  wrist  to  an  outfit 
that  took  $2  billion  of  the  Treasury's  funds  and  taxpayers'  money. 
And  then  was  allowed  to  get  away  with  a  slap  on  the  wrist  of  a 
$200  million  fine,  and  then  not  to  add  insult  to  injury,  Salomon 
Brothers  employed  the  guy  that  cleared  them  in  the  SEC  investiga- 
tion, unlike  the  treatment  that  was  given  another  investment  firm 
like  Drexel,  where  they  were  not  only  slapped  a  fine  but  criminally 
culpable. 

Now,  with  that  track  record,  can  you  honestly  tell  me  that  that 
oversight  is  sufficient  to  go  into  that  swamp  known  as  the  Mexican 
securities  department?  Can  you  honestly  tell  me  that,  Ms.  Commis- 
sioner? 

Ms.  Schapiro.  I  can,  Mr.  Chairman.  We,  obviously,  would  dis- 
agree that  the  sanction  against  Salomon  Brothers  was  a  slap  on 
the  wrist  or  that  the  SEC's  response  to  the  problems  in  the  govern- 
ment securities  market  was  inadequate.  As  you  know,  we  have 
worked  very  hard  with  your  committee  particularly  over  the  last 
couple  of  months,  to  come  to  agreement  on  legislation  that  will 
help  us  significantly  in  that  area. 

If  I  could,  let  me  mention  one  other  thing  specifically  with 
regard  to  Salomon  and  then  I  will  move  on  to  your  real  question. 
The  Commission  did  not  "clear"  and  no  individual  "cleared"  Salo- 
mon. All  decisions  made  to  initiate  or  settle  enforcement  actions 
are  done  by  the  Commission  as  a  whole  and  not  by  any  one  individ- 
ual. I  think  that  is  important  for  people  to  understand. 

I  guess  I  will  also  disagree  with  you  on  the  adequacy  of  our  regu- 
latory scheme.  It  is  largely  because  we  have  tremendous  faith  in 
the  securities  regulatory  scheme  in  the  United  States,  and  the  pru- 
dential carveout  in  particular  that  NAFTA  gives  us,  that  we  think 
we  can  continue  to  regulate  United  States  securities  firms  or  Mexi- 
can securities  firms  doing  business  in  the  United  States  at  the 
same  high  quality  that  we  do  now. 

The  concern  about  United  States  firms  doing  business  in  Mexico 
is  a  concern  that  I  believe  is  taken  care  of  by  a  number  of  factors. 
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One  is  that  there  is  a  comprehensive  regulatory  system  for  securi- 
ties in  Mexico. 

We  have  a  cooperative  agreement  with  the  Mexican  securities 
regulators.  They  have  passed  legislation  this  year  that  requires 
them  to  compel  evidence  on  behalf  of  the  SEC  if  we  request  it  in  an 
enforcement  investigation. 

Subsidiaries  of  U.S.  firms — and  they  will  have  to  be  subsidiaries 
that  do  business  in  Mexico — will  be  separately  capitalized  and  they 
will  be  subject  to  regulation  in  Mexico.  We  will  have  information 
about  their  activities  as  a  result  of  our  risk  assessment  rules  that 
require  our  broker-dealers  to  report  to  us  on  all  the  material  finan- 
cial activity  taking  place  in  any  of  their  affiliates  or  subsidiaries. 

I  think  that,  as  a  result  of  the  combination  of  those  things,  we 
will  have  a  good  view  of  what  is  going  on  in  the  Mexican  market 
with  respect  to  U.S.  broker-dealer  subsidiaries. 

The  Chairman.  Well,  thank  you  very  much. 

Mr.  McCandless. 

Mr.  McCandless.  Thank  you,  Mr.  Chairman. 

A  great  deal  has  been  said  about  how  these  sections  were  negoti- 
ated in  secret.  With  specific  reference  to  today's  activities  as  it  re- 
lates to  the  financial  services  chapter,  could  you  supply  the  panel 
with  a  little  bit  of  information  on  the  advisory  groups  or  individ- 
uals who  assisted  Ms.  Hills  and  her  staff  as  it  relates  to  the  finan- 
cial services  chapter?  How  was  that  negotiation  conducted? 

Mr.  La  Ware.  As  far  as  the  Fed  was  concerned,  we  were  not  indi- 
vidually or  severally  engaged  in  any  of  the  negotiations  directly. 
We  did  act  as  technical  advisers  to  the  Treasury,  and  were  present 
at  some  of  the  negotiations  to  answer  technical  questions  and  so 
forth.  But  we  did  not  participate  in  negotiations. 

Mr.  McCandless.  Then  one  could  say  that  your  input  was  a  part 
of  the  ultimate  conclusion  which  developed  the  agreement? 

Mr.  La  Ware.  Yes,  sir. 

Ms.  ScHAPiRO.  The  scenario  is  very  much  the  same  for  the  SEC. 
The  staff  of  the  Office  of  International  Affairs  and  the  Division  of 
Market  Regulation  provided  technical  assistance  to  the  Treasury. 
We  also  met  with  our  counterparts  in  Canada  and  Mexico  so  we 
were  sure  we  understood  clearly  what  their  laws  and  regulatory  re- 
quirements were.  But  we  did  not  directly  negotiate. 

Mr.  McCandless.  Would  it  be  fair  then  to  say  that  contrary  to 
some  beliefs,  that  the  negotiations  were  not  conducted  in  secret. 

Ms.  ScHAPiRO.  I  have  no  knowledge  of  any  such  secret  negotia- 
tions. 

Mr.  McCandless.  Thank  you. 

With  respect  to  a  subsidiary  developing  in  Mexico  from  one  of 
our  financial  institutions,  as  I  understand  it  from  your  testimony, 
Governor,  the  institution  would  have  to  follow  all  the  guidelines, 
laws,  principles,  resolutions,  regulatory  requirements  in  Mexico 
that  that  institution  would  have  to  follow  in  the  United  States  as 
far  as  U.S.  law  is  concerned.  Is  that  correct? 

Mr.  La  Ware.  Yes,  sir.  Regulation  K  would  govern  the  operation 
of  the  U.S.  subsidiary  abroad. 

Mr.  McCandless.  So  the  concern  that  has  been  expressed  about 
the  fact  that  Mexican  institutions  do  not  necessarily  follow  gener- 
ally accepted  accounting  practices  would  not  apply  to  a  subsidiary 
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from  the  United  States.  We  would  have  to  use  our  banking  ac- 
counting principles  as  they  are  used  in  the  United  States? 

Mr.  LaWare.  Yes,  sir,  for  reporting  to  us,  yes. 

Mr.  McCandless.  With  respect  to  the  regulatory  process  of  this 
subsidiary,  the  testimony  we  heard  previously  is  that  the  Mexican 
regulatory  process  would  be  a  part  of  that  financial  institution,  but 
also  that  the  Federal  Reserve  would  play  a  part  in  the  regulatory 
process. 

Do  you  see  any  kind  of  a  conflict  there  between  the  Mexican  reg- 
ulatory system,  which  seems  to  have  some  question  marks  after  it, 
and  the  Federal  Reserve  in  maintaining  what  is  necessary  in  the 
way  of  regulatory  provisions? 

Mr.  LaWare.  We  have  a  similar  problem  or  situation  in  each 
country  in  which  U.S.  banks  operate.  In  the  case  of,  for  example,  of 
the  legal  limit,  the  legal  limit  that  a  subsidiary  would  have  in 
Mexico  would  be  the  Mexican  law,  just  as  the  legal  limit  of  a  for- 
eign subsidiary  operating  in  the  United  States  is  United  States  law. 
But  the  powers  that  can  be  exercised  by  that  subsidiary,  the  scope 
of  its  operations,  would  be  under  U.S.  law. 

Now,  obviously,  we  have  had  extensive  discussions  with  the  su- 
pervisory authorities  in  Mexico,  and  we  are  satisfied  that  we  can 
move  toward  more  formal  agreements  regarding  the  possibility  of 
an  exchange,  a  full  exchange  of  information,  supervisory  informa- 
tion, and  we  hope  to  be  able  to  access  Mexico  for  on-site  examina- 
tions, although  that  is  not  part  of  NAFTA  at  the  present  time.  But 
the  cooperative  spirit  we  are  encountering  is  very  encouraging. 

Mr.  McCandless.  In  the  NAFTA  agreement — Mr.  Chairman,  I 
ask  unanimous  consent  for  2  additional  minutes  relative  to  an  im- 
portant subject. 

The  Chairman.  Hearing  no  objection,  so  ordered. 

Mr.  McCandless.  In  the  NAFTA  agreement,  the  United  States 
would  permit  any  Mexican  financial  group  that  has  lawfully  ac- 
quired a  Mexican  bank  to  continue  to  operate  a  securities  firm,  to 
continue  to  operate  in  the  United  States  5  years  after  the  acquisi- 
tion, provided  that  the  institution  involved  has  been  operating  in 
the  U.S.  market  on  January  1,  1992,  and  June  30,  1992  respective- 
ly. 

We  thought  we  had  some  Mexican  institutions  grandfathered 

under  the  1978  Banking  Act.  We  have  a  copy  of  those  grandfa- 
thered institutions  and  a  Mexican  bank  is  conspicuous  by  its  ab- 
sence. I  am  wondering  why  that  section  was  put  into  the  agree- 
ment if  we  have  no  grandfathered  affiliates  of  banks  grandfathered 
under  the  1978  Banking  Act. 

Mr.  LaWare.  I  think  that  this  arises  out  of  the  privatization  of 
the  Mexican  banks  and  in  many  cases  the  new  private  owner.  Pri- 
vate sector  owners  of  some  of  these  Mexican  banks  have  securities 
operations  that  have  been  in  the  United  States,  and  the  purpose 
here  w£is  to  provide  them  with  a  reasonable  amount  of  time  to 
come  into  conformity  with  U.S.  law. 

The  standard  provision  is  2  years  to  come  in  conformity,  and  the 
Federal  Reserve  has  the  authority  to  grant  3  additional  years  of  ex- 
ceptions to  permit  an  orderly  resolution.  The  5-year  extension  is 
operative  because  some  of  those  transactions,  where  the  banks 
have  been  privatized  and  have  gone  into  the  hands  of  firms  that 
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either  own  securities  firms  or  are  securities  firms  themselves,  are 
already  on  the  books.  It  has  nothing  to  do  with  the  NAFTA. 

Mr.  McCandless.  We  have  State-chartered  banks,  Ms.  Evans 
talked  about  State-chartered  insurance  companies.  Is  there  any- 
thing in  NAFTA,  to  the  panel's  knowledge,  that  deals  with  a 
change  or  a  required  change  in  State  law  if  the  NAFTA  is  applied 
in  its  full  extent  as  it  now  exists? 

Mr.  La  Ware.  I  know  of  none. 

Mr.  McCandless.  Ms.  Evans,  do  you  know  of  any? 

Ms.  Evans.  A  nonconforming  provision  that  would  not  be  pru- 
dential in  nature,  that  is  not  reserved,  would  be  affected  by 
NAFTA. 

Let  me  try  to  say  that  again.  If  a  State  law  were  prudential, 
NAFTA  would  not  affect  it.  If  you  are  discussing  a  nonconforming 
State  law  that  is  not  prudential  and  which  was  not  reserved  by  the 
State,  then  that  would  be  affected  by  NAFTA,  in  my  view. 

Mr.  La  Ware.  I  got  lost  in  the  terminology  there. 

Mr.  McCandless.  Thank  you. 

The  Chairman.  I  am  going  to  recognize  the  members  in  the 
order  of  their  arrival.  I  believe  the  first  one  here  on  our  side  is  Mr. 
Dooley. 

Mr.  Dooley.  If  NAFTA  should  go  down,  at  what  position  would 
that  leave  us  relative  other  competition,  perhaps  that  would  come 
in  from  Japan  or  other  countries?  What  I  am  trying  to  get  at  is 
what  are  the  comparative  benefits  that  can  be  derived  from 
NAFTA? 

If  we  pull  out  of  NAFTA,  obviously  I  think  you  see  Mexico,  in 
their  drive  to  continue  to  see  the  development  of  their  economy, 
try  to  build  relationships  offering  similar  agreements  with  other 
industrialized  countries,  including  Japan.  I  would  like  to  have  some 
comment  on  the  impact  in  terms  of  the  financial  services  industry. 

Ms.  ScHAPiRO.  Under  existing  law  in  Mexico,  a  United  States  se- 
curities firm  is  limited  to  holding  30  percent  of  the  nonvoting  stock 
of  a  Mexican  brokerage  firm.  So,  the  market  is  essentially  closed  to 
U.S.  securities  firms.  At  the  same  time,  Mexican  broker-dealers  can 
do  business  in  the  United  States  under  a  national  treatment  stand- 
ard. They  are  regulated  just  the  same  way  that  a  U.S.  broker- 
dealer  is,  and  they  have  access  to  our  market  just  the  way  our  do- 
mestic firms  do. 

So  if  NAFTA  goes  down,  the  obvious  loss  in  that  regard  is  the 
market  opportunity  for  United  States  brokerage  firms  and  United 
States  mutual  funds  to  do  business  in  Mexico  because  it  is  essen- 
tially a  completely  closed  market. 

I  can't  predict  what  the  Mexican  Government  would  do,  but  I 
suspect  they  would  look  to  other  opportunities  with  other  countries 
to  open  up  the  financial  services  sector. 

Mr.  LaWare.  I  would  have  exactly  the  same  conclusion  for  the 
banks.  They  are  presently  almost  totally  excluded  from  on-site  op- 
erations in  Mexico  as  banks.  And  so  that  lost  opportunity  would  be 
a  significant  blow. 

I  agree  that  the  vacuum  created  by  the  failure  of  NAFTA  to 
come  into  being  could  temporarily  discourage  the  foreign  invest- 
ment which  has  been  flowing  into  Mexico,  and  probably  have  some 
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effect  on  the  exchange  operations  and  on  Mexico's  fight  against  in- 
flation. 

My  guess  is  that  an  aggressive — another  aggressive  trading 
nation  would  move  to  fill  that  vacuum,  and  the  natural  affiliation, 
because  of  the  geography,  would  be  lost. 

Mr.  DooLEY.  One  other  question.  There  has  been  a  lot  of  atten- 
tion given  to  what  could  be  construed  as  practices  within  Mexico  in 
terms  of  money  laundering  and  other  issues.  But  after  I  listened  to 
your  testimony  I  understand  some  of  the  protections  and  some  of 
the  same  regulations  which  try  to  preclude  that  activity  from  oc- 
curring in  the  United  States  are  going  to  be  applied  in  Mexico.  It 
appears  that  in  a  status  quo  environment,  as  we  currently  are  in, 
that  there  is  no  ability  for  the  United  States  or  any  of  our  regula- 
tory agencies  to  try  to  impede  any  of  these  practices  from  occur- 
ring in  Mexico  now. 

Am  I  correct  in  saying  that  if  we  saw  the  passage  of  NAFTA,  we 
are  actually  going  to  have  some  greater  influence  on  trying  to  pre- 
clude some  of  these  practices  such  as  money  laundering  from  con- 
tinuing in  Mexico? 

Mr.  La  Ware.  Oh,  I  think  it  improves  the  opportunity  to  do  that 
tremendously.  Simply,  the  leverage  that  we  gain  by  having  NAFTA 
in  effect  in  terms  of  encouraging  the  Mexican  banks  to  crack  down 
on  money  laundering  would  be  there.  And  the  United  States  oper- 
ation or  the  Mexican  operation  of  United  States  banks  would  be 
subject  to  the  rules  and  regulations  that  we  have  governing  money 
laundering. 

So  the  whole  atmosphere  I  would  think  would  be  significantly 
improved. 

Ms.  ScHAPiRO.  I  would  agree  with  Governor  La  Ware.  The  Bank 
Secrecy  Act's  reporting  provisions  would  apply  to  transactions  be- 
tween United  States  broker-dealers  and  their  Mexican  subsidiaries. 
I  think  we  would  gain  leverage  in  that  area,  and  some  moral  sua- 
sion as  well. 

Mr.  DooLEY.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you,  sir. 

Mr.  Klein,  you  are  number  two. 

Mr.  Klein.  Thank  you,  Mr.  Chairman. 

The  Chairman.  I  beg  your  pardon.  I  should  go  to  this  side.  Mr. 
Lazio. 

Mr.  Klein.  I  defer  to  Mr.  Lazio. 

Mr.  Lazio.  Thank  you,  Mr.  Chairman. 

Just  a  question  for  Ms.  Schapiro.  We  have  had  some  concerns 
about  the  Toronto  Exchange,  and  I  know  that  while  this  may  be 
primarily  a  question  for  Treasury,  you  have  done  some  work  in 
terms  of  technical  assistance  on  the  NAFTA  Treaty,  so  we  will  ask 
whether  you  can  answer  this. 

My  understanding  is  that  the  bylaws  of  the  Toronto  Stock  Ex- 
change prohibit  members  from  executing  trades  through  other  ex- 
changes unless  a  specific  exemption  is  granted  and  that  in  all  other 
exchanges  besides  NASDAQ,  that  exemption  has  been  granted,  be- 
cause NASDAQ  is  not  on  an  auction  basis,  evidently.  Would  this 
constitute  a  violation  of  NAFTA? 

Ms.  Schapiro.  No,  it  wouldn't.  The  difference  between  the 
NASDAQ   and   the   Toronto   Stock   Exchange   is   essentially   this. 
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NAFTA  applies  to  self-regulatory  organizations  only  if  membership 
in  that  organization  is  mandatory  in  order  to  do  business.  It  was 
important  to  apply  NAFTA  in  that  context;  otherwise  those  organi- 
zations could  prevent  the  exact  access  to  the  market  and  to  finan- 
cial services  that  NAFTA  was  seeking  to  provide. 

The  Mexican  Stock  Exchange  and  the  NASD  are  both  mandatory 
membership  organizations.  Therefore,  NAFTA  applies  to  them. 
NAFTA  does  not  apply  to  the  Toronto  Stock  Exchange. 

Mr.  Lazio.  Is  that  the  same  explanation  as  the  reason  between 
NAFTA  and  the  Canadian  Free  Trade  Agreement? 

Ms.  ScHAPiRO.  Yes.  The  rule  that  the  Toronto  Stock  Exchange 
has,  which,  by  the  way,  the  New  York  Stock  Exchange  has  as 
well — we  call  it  rule  390 — prohibits  trading  by  a  member,  of  a 
dually  listed  security  off  of  the  exchange  of  which  they  are  a 
member.  The  NASD  under  NAFTA  generally  would  not  be  permit- 
ted to  have  such  a  rule  because  it  could  prevent  complete  access  to 
the  market,  since  you  must  be  a  member  of  the  NASD  to  do  busi- 
ness in  the  United  States  as  a  result  of  SEC  requirements. 

Mr.  Lazio.  I  noticed  on  page  11  of  your  testimony  that  you  dis- 
cuss Mexico's  prohibition  against  United  States  fund  managers, 
mutual  fund  managers.  Could  you  tell  me  if  you  know  if  NAFTA 
passes  Congress,  do  you  have  any  estimates  about  how  big  the 
Mexican  mutual  fund  market  might  be  and  what  the  benefit  might 
be  to  United  States  firms? 

Ms.  ScHAPiRO.  There  has  been  tremendous  interest  in  investment 
in  Mexican  securities.  There  are  Mexican  funds  that  trade  Mexican 
securities  but  are  United  States  funds  in  the  sense  that  they  are 
publicly  registered  and  traded  in  the  United  States.  We  know  the 
interest  in  those  funds  is  enormous. 

Anecdotally,  we  know  that  a  number  of  fund  managers  like  Fi- 
delity and  others  have  great  interest  in  going  to  Mexico  and  orga- 
nizing Mexican  funds  and  marketing  those  funds  in  Mexico.  I  think 
it  will  be  a  tremendous  market. 

Mr.  Lazio.  Thank  you. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Mr.  Klein. 

Mr.  Klein.  Thank  you. 

Governor  La  Ware,  Commissioner  Schapiro  indicated  that  as  a 
practical  matter  United  States  securities  firms  are  precluded  pres- 
ently from  doing  business  in  Mexico,  but  conversely  Mexican  secu- 
rities firms  are  not  precluded  from  doing  business  in  the  United 
States.  Is  there  a  similar  suasion  in  the  banking  industry? 

Mr.  La  Ware.  Yes,  United  States  banks,  as  banks,  are  precluded 
from  Mexico  at  the  moment. 

Mr.  Klein.  Are  Mexican  banks  precluded  from  the  United 
States? 

Mr.  La  Ware.  No,  Mexican  banks  have  had  free  access  to  United 
States  markets  as  have  banks  from  other  countries. 

Mr.  Klein.  Hypothetically,  couldn't  we  deal  with  the  securities 
and  the  banking  industry  separately  from  a  NAFTA  agreement 
and  simply  establish  bilateral  and  equal  playing  fields  in  both 
those  industries  between  the  two  countries? 

Mr.  La  Ware.  Well,  there  have  been  perhaps  not  formal  conver- 
sations, but  certainly  informal  conversations  to  that  end  in  the 
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past.  But  lacking  the  leverage  that  is  provided  by  opening  up  the 
trade  for  goods,  it  has  not  happened. 

Mr.  Klein.  Of  course,  you  could  apply  other  leverage  by  simply 
sa5dng,  if  you  don't  allow  our  securities  and  banking  firms  to  do 
business  in  Mexico,  we  are  going  to  cease  to  permit  you  to  do  busi- 
ness here. 

Mr.  La  Ware.  That  would  be  an  abrogation  of  long-established 
U.S.  policy  of  free  access  and  national  treatment. 

Mr.  Klein.  Are  other  banking  and  securities  firms,  other  than 
U.S.  firms,  permitted  to  do  business  in  Mexico? 

Mr.  La  Ware.  I  don't  believe  so. 

Ms.  ScHAPiRO.  Not  securities  firms. 

Mr.  Klein.  And  not  banks  either? 

Mr.  La  Ware.  I  don't  believe  so. 

Mr.  Klein.  One  of  the  major  debates  and  concerns  regarding 
NAFTA  is,  of  course,  the  issue  of  jobs.  While  I  would  even  assume 
for  the  purpose  of  this  discussion  that  there  are  benefits  to  the 
businesses  of  the  securities  and  banking  firms  arising  out  of 
NAFTA,  the  establishment  of  Mexican  subsidiaries  would  seem  to 
me  to  primarily  result  in  Mexican  jobs  rather  than  United  States 
jobs. 

Mr.  La  Ware.  The  experience  of  U.S.  banks  operating  abroad  has 
been  that  generally  the  results  are  better,  and  they  are  better 
served  by  employing  nationals  of  the  country  in  which  they  are  es- 
tablishing a  presence.  But  I  think  I  am  correct  in  saying  that 
NAFTA  does  not  require  that.  In  other  words,  there  is  language  in 
there  that  I  believe  precludes  the  various  governments  from  requir- 
ing that  the  employees  of  a  foreign  subsidiary  be  nationals. 

So  presumably  most  of  the  banks  that  would  be  established  down 
there  would  be  a  mixture  of  United  States  citizens  and  Mexican  na- 
tionals. Over  time  that  may  become  more  Mexican  than  United 
States.  But  I  would  think  that  the  estimate  that  there  would  be  a 
gain  in  jobs  in  the  industry  would  be  the  proper  conclusion. 

Mr.  Klein.  Well,  I  would  agree  there  may  be  some  U.S.  nationals 
who  may  be  employed  there,  but  wouldn't  it  be  fair  to  say  that  at 
least  based  on  experience,  most  of  the  jobs  would  be  Mexican  jobs 
rather  than  United  States  jobs? 

Mr.  La  Ware.  Most  can  be  anything  from  51  percent  on  up,  I 
guess. 

Ms.  ScHAPiRO.  Congressman,  I  would  say,  and  the  securities  in- 
dustry has  reported  to  us,  that  they  would  see  a  net  expansion  of 
jobs  within  the  United  States  if  U.S.  broker-dealers  were  able  to  es- 
tablish and  do  business  in  Mexico.  That  is  because  much  of  the 
back  office  processing  and  support  is  done  centrally  in  New  York. 
Research,  product  development,  trading,  those  kinds  of  jobs  will 
not  migrate  to  Mexico.  Those  will  continue  to  be  done,  for  the  pur- 
poses of  creating  economies  of  scale,  in  New  York  where  it  is  done 
now.  As  a  result,  they  see  expanding  jobs  in  the  United  States  as 
well  as  the  potential  for  some  Americans  to  go  to  Mexico. 

Mr.  Klein.  Are  there  any  estimates  as  to  the  number  of  such 
jobs  that  would  be  created? 

Ms.  ScHAPiRO.  They  haven't  produced  any  estimates,  but  we  can 
certainly  find  out  if  they  are  capable  of  doing  that. 
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Mr.  Klein.  I  would  be  very  interested,  because  to  me  the  issue  of 
job  creation  is  probably  paramount  in  the  NAFTA  debate. 

Thank  you  very  much. 

The  Chairman.  Mr.  Knollenberg. 

Mr.  Knollenberg.  Thank  you,  Mr.  Chairman.  Thank  you  very 
much  for  assembling  this  panel.  I  have  enjoyed  hearing  from  each 
of  you. 

I  happen  to  be  a  NAFTA  proponent,  and  I  believe  that  free  trade 
and  NAFTA  in  general  will  be  the  best  mechanism  to  bring  some 
openness  and  reform  to  the  Mexican  political  and  economic  system. 
We  have  heard  so  many  comments,  many  of  them  happen  to  be 
negative,  at  a  previous  hearing  in  particular.  In  fact,  at  the  last 
NAFTA  hearing,  which  wasn't  that  long  ago,  I  heard  testimony 
that  the  Mexican  Government  and  its  regulatory  apparatus  was 
corrupt  and  ineffective. 

And  I  am  just  directing  this  to  the  Governor.  Has  the  Fed  or  the 
SEC  in  their  dealings  to  this  point  with  the  Mexican  regulatory  of- 
ficials found  any  evidence  of  incompetence,  corruption?  We  can 
stop  at  that  point.  Governor? 

Mr.  La  Ware.  I  think  one  needs  to  look  back  over  the  term  of  Mr. 
Salinas,  who  is  the  current  President  of  Mexico.  There  have  been 
major  strides  made  in  eliminating  a  lot  of  what  was  formerly  iden- 
tified as  corrupt  practices  and  so  forth  in  the  Mexican  Govern- 
ment. 

Since  the  NAFTA  has  been  a  current  topic  in  the  United  States, 
we  have  had  extensive  conversations  with  the  authorities  in 
Mexico,  and  we  are  substantially  satisfied  that  they  are  moving 
very  rapidly  to  eliminate  the  opportunities  for  that  kind  of  behav- 
ior and  to  tighten  up  their  own  regulatory  and  supervisory  mecha- 
nisms. 

This  is  particularly  true  since  the  beginning  of  the  privatization 
of  the  Mexican  banking  system.  Whereas  before,  as  part  of  the  gov- 
ernment, there  was  kind  of  an  assumption  that  things  were  going 
to  be  all  right,  now  they  have  had  to  establish  a  much  more  aggres- 
sive mechanism  for  looking  at  what  is  actually  going  on  in  the 
banks.  And  I  think  I  mentioned  earlier  in  my  testimony  that  for 
the  largest  banks,  they  have  resident  supervisory  authorities,  regu- 
latory authorities  within  the  banks  to  keep  a  constant  monitoring 
on  a  day-by-day  basis. 

So  we  think  progress  is  being  made. 

Ms.  ScHAPiRO.  I  certainly  have  no  evidence  of  either  incompe- 
tence or  corruption.  The  Mexican  Government  started  to  overhaul 
its  securities  law  in  1989  and  passed  a  package  of  fundamental  re- 
forms that  set  up  a  regulatory  framework  for  a  modern  market. 
They  supplemented  that  law  significantly  this  summer  with  a  new 
law  that,  as  I  mentioned  earlier,  enables  them  to  use  legal  process 
to  compel  the  production  of  evidence  for  the  SEC  to  assist  us  in 
conducting  our  investigations. 

They  expanded  the  scope  of  their  insider  trading  law  so  that  dif- 
ferent kinds  of  conduct  can  now  be  classified  as  insider  trading  and 
prosecuted.  They  are  active  participants  in  the  International  Orga- 
nization of  Securities  Commissions,  which  is  a  group  of  64  nations' 
securities   regulators   that   meets   regularly   to   discuss   issues   of 


26 

market  regulation  and  cross-border  trading  and  how  to  try  to  bring 
integrity  and  credibility  to  our  markets. 

They  are  a  cofounder  with  us  of  the  Council  Securities  Regula- 
tors of  the  Americas,  which  is  focused  on  North  and  South  America 
and  attempts  to  instill  the  highest  standards  and  principles  of  reg- 
ulation throughout  this  part  of  the  world. 

As  I  also  said  earlier,  they  signed  an  agreement  in  1991  with  us 
committing  to  cooperate  on  regulatory  and  enforcement  matters. 
We  have  in  fact  made  requests  to  them  under  that  agreement  for 
information,  and  they  have  been  very  forthcoming  and  very  help- 
ful. 

Mr.  Knollenberg.  I  have  one  question,  and  this  relates  to  Ms. 
Evans,  in  regard  to  the  statement  in  your  summary,  on  the  bottom 
of  page  10,  that  you  believe  consumer  protection  is  the  only  reason 
for  insurance  regulation.  And  you  go  on  to  say  that  you  believe 
that  NAFTA  does  not  impair  State  insurance  regulatory  ability  to 
protect  the  public. 

And  you  finally  state  that  you  believe  that  the  strength  and 
quality,  if  I  can  use  those  words,  of  the  Mexican  insurance  regula- 
tory system  you  feel  is  very  high.  Would  you  comment  just  in  a 
line  or  two  as  to  how  high? 

Ms.  Evans.  I  will  be  glad  to.  I  have  had  a  lot  of  contact  with  the 
president  and  vice  president  of  the  Mexican  Insurance  Commission 
and  their  top  management  over  a  period  of  time,  and  they  are  the 
kind  of  people  that  one  likes  to  have  as  colleagues.  They  are  smart, 
they  know  what  they  are  doing.  They  have  been  very  straightfor- 
ward in  our  dealings.  Extremely  helpful  when  we  have  had  con- 
cerns 

I  will  give  you  an  example.  Obviously,  their  market  is  very  small 
so  in  some  ways  it  is  a  much  easier  job  at  this  point,  and  I  want  to 
be  clear  about  that.  However,  when  I  went  the  first  time  to  visit 
the  Commission  in  Mexico  City,  I  was  given  a  diskette  that  con- 
tained the  quarterly  financial  filings  for  the  entire  Mexico  insur- 
ance market  on  a  20-day  reporting  basis.  That  was  both  individual 
company  data  and  aggregate  data.  There  is  no  State  in  the  country 
that  currently  has  that  kind  of  information  available  in  that  con- 
densed a  manner  as  quickly  as  the  Mexican  system  currently  pro- 
vides. 

Obviously,  I  am  not  saying  it  is  a  perfect  system.  I  think  there 
are  many  enhancements  that  the  Mexican  insurance  officials  are 
going  to  want  to  add.  But  we  don't  have  a  perfect  system  either. 
And  I  am  very  comfortable  with  our  working  relationship  there. 

Mr.  Knolx,enberg.  I  appreciate  your  comments,  all  the  panel. 
And  thank  you,  Mr.  Chairman,  for  impaneling  this  group. 

The  Chairman.  Mr.  Watt. 

Mr.  Watt.  Thank  you,  Mr.  Chairman. 

Let  me  address  a  couple  of  specific  questions,  and  then  I  want  to 
ask  a  more  general  question. 

First,  to  Ms.  Evans,  I  am  looking  at  the  bottom  of  page  9  and  the 
top  of  page  10  of  your  testimony  having  to  do  with  the  existence  or 
nonexistence  of  guaranty  funds,  and  if  I  understand  what  you  are 
saying  there,  Mexico  does  not  have  a  guaranty  fund  so  a  resident 
of  Mexico  who  purchased  insurance  from  a  United  States  insurer 
insolvent  at  the  time  of  the  claim  would  be  without  any  coverage. 
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Ms.  Evans.  That  is  correct,  and  that  is  currently  the  situation. 

Mr.  Watt.  I  take  it  then  also  that  a  United  States  resident  who 
purchased  insurance  from  a  Mexican  company,  insurance  company, 
for  something  that  happened  in  Mexico,  if  that  company  went  belly 
up,  there  would  be  no  coverage. 

Ms.  Evans.  Generally,  I  would  have  to  disagree  with  your  state- 
ment, because  of  the  nature  of  the  State  system — it  is  a  rather  un- 
usual system,  but  maybe  the  best  way  I  know  is  to  give  an  exam- 
ple. 

If  a  resident  of  Texas  has  a  policy  from  an  Oklahoma  insurance 
company  that  goes  bust,  the  resident  of  Texas  looks  to  the  Texas 
guaranty  fund  for  reimbursement.  Similarly,  if  a  resident  of  Texas 
would  have  insurance  coverage  from  a  Mexican  insurance  compa- 
ny, if  that  Mexico  insurance  company  were  to  become  insolvent  at 
the  time  of  the  claim,  that  Texas  resident  would  look  to  the  Texas 
guaranty  fund. 

So  it  is  the  residence  of  the  policyholder  or  the  claimant  and  not 
the  residence  of  the  insurance  company  that  determines  whether 
or  not  there  is  guaranty  fund  coverage.  That  is  why  if  a  Mexican 
citizen  buys  a  policy  in  Texas — a  Mexican  resident,  excuse  me, 
buys  a  policy  in  Texas  and  that  company  becomes  insolvent  that 
Mexican  resident  is  not  covered  because  they  are  a  resident  of 
Mexico  and  not  a  resident  of  Texas,  and  they  have  to  look  to  their 
own  system  and  since  their  own  system  doesn't  have  coverage,  they 
don't  get  that  coverage. 

Mr.  Watt.  I  am  having  trouble  understanding  then  how  guaran- 
ty funds  or  U.S.  guarantee  funds  are  not  going  to  be  adversely  af- 
fected here.  If  our  objective  is  to  protect  our  own  residents  because 
they  live  here,  if  they  buy  insurance  to  cover  what  they  are  doing 
in  Mexico,  they  are  going  to  be  covered  in  the  United  States  by  the 
guarantee  fund.  If  they  buy  insurance  from  a  U.S.  company,  they 
are  going  to  be  protected  by  the  U.S.  guarantee  fund.  So  the  U.S. 
guarantee  fund  is  going  to  have  a  burden  in  either  event.  But  a 
Mexican  that  buys  insurance  is  not  going  to  be  protected  in  any 
event. 

Is  that  what  I  understand  to  be  the  bottom  line  here? 

Ms.  Evans.  Yes.  Basically,  NAFTA  I  think  is  neutral  in  that 
effect.  Some  States  have  restrictions  against  their  residents  being 
able  to  buy 

Mr.  Watt.  It  is  neutral  to  the  extent  that  it  doesn't  have  a  provi- 
sion, but  as  I  understand  it,  it  will  encourage  people  or  make  it 
easier  for  people  that  do  business  in  Mexico  from  the  United 
States,  and  that  would,  it  seems  to  me,  under  those  circumstances 
put  a  much  heavier  burden  on  United  States  guarantee  funds  for 
whatever  State  those  folks  are  coming  from. 

Ms.  Evans.  The  guaranty  funds  tend  to  focus  most  on  providing 
coverage  for  what  are  called  personal  lines  insurance,  individual 
coverage,  although  most  guarantee  funds  do  have  some  commercial 
insurance  coverage. 

To  the  extent  that  buying  insurance  from  a  Mexican  insurer — 
that  insurer  might  then  become  insolvent,  then  there  is  an  in- 
creased risk.  That  risk  is  also  there  now  in  the  current  system 
when  you  buy  from  an  insurer  of  another  State. 
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And  in  fact  I  have  to  say,  looking  at  the  picture  today,  there 
have  been  serious  insolvencies  in  the  United  States.  There  have 
been  serious  regulatory  failures  in  the  United  States  related  to  in- 
solvencies right  now.  Mexico's  record  looks  better  than  ours,  al- 
though their  market  is  much  smaller,  so  it  is  not  an  apples-to- 
apples  comparison.  But,  certainly,  if  regulators 

Mr.  Watt.  I  guess  what  I  am  asking  is,  would  the  passage  of 
NAFTA  have  the  effect  of  putting  a  greater  burden  on  U.S.  guar- 
antee funds? 

Ms.  Evans.  In  my  view,  no,  because  basically  Mexican  insurers 
can  now  generally  come  into  the  United  States  in  various  ways, 
and  most  States  don't  have  prohibitions  against  their  citizens 
buying  insurance  from  Mexican  insurance  companies. 

Mr.  Watt.  I,  for  the  life  of  me,  can't  understand  how  you  get  to 
that  bottom  line.  If  more  United  States  citizens  are  doing  business 
in  Mexico  and  the  guarantee  funds  protect  only  based  on  residence, 
then  it  seems  to  me  the  more  business  activity,  the  more  likelihood 
there  is  to  be  a  burden  on  the  guarantee  funds.  I  don't  understand 
how  you  can  get  to  that  bottom  line. 

Ms.  Evans.  Well,  if  the  net  amount  of  business  is  increased  over- 
all, as  I  think  you  are  stating,  and  I  think  it  would  be,  then  the 
only  reason  there  would  be  an  increase  is  if  there  are  increased  in- 
solvencies as  a  consequence,  that  my  view  is  that  if  regulators  do 
their  jobs  there  shouldn't  be  insolvencies.  If  they  don't  do  their 
jobs,  there  well  might  be. 

Mr.  Watt.  Mr.  Chairman,  could  I  ask  unanimous  consent  to  ask 
one  more  question 

The  Chairman.  The  gentleman  asks  unanimous  consent  to  pro- 
ceed for  an  additional  2  minutes.  Any  objection? 

Hearing  none,  so  ordered. 

Mr.  Watt.  This  has  to  do  with  the  Community  Reinvestment 
Act.  As  I  understand  it,  and  I  would  address  this  to  the  Governor, 
as  I  understand  it,  branches  and  agencies  of  foreign  banks  are  not 
now  covered  by  CRA;  is  that  correct? 

Mr.  La  Ware.  Yes,  that  is  correct. 

Mr.  Watt.  And  would  NAFTA  preclude  the  United  States  from 
amending  CRA  to  cover  foreign  branches  and  agencies,  including 
Mexican  branches  and  agencies? 

Mr.  La  Ware.  I  don't  think  there  is  anything — I  don't  think  there 
is  anjrthing  in  NAFTA  that  would  prevent  that.  There  is  nothing  to 
prevent  it  now. 

Mr.  Watt.  Why  would  that  not  be  a — considered  a  technical  bar- 
rier? 

Mr.  La  Ware.  I  don't  think  there  is  anything  consistent — incon- 
sistent with  national  treatment  about  that. 

Mr.  Watt.  I  am  not  sure  I  understand  that,  but  maybe  I  can  do 
some  foUowup  questioning  about  it,  because  I  have  some  reserva- 
tions about  where  you  are  getting  to  on  that  response,  too. 

Mr.  La  Ware.  I  think  CRA  runs  to  U.S.  federally  insured  deposi- 
tory institutions.  And  the  question  would  be  whether  a — well,  you 
asked  whether  it  could  be  amended,  and  the  Congress  can  in  its 
wisdom,  I  guess,  amend  any  law. 
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Mr.  Watt.  But  the  question  is,  under  this  agreement,  can  we 
amend  any  law  to  make  it  apply  to  businesses  doing  business  in 
Mexico. 

Mr.  La  Ware.  Can  I  consult  my  lawyer? 

Mr.  Watt.  I  suppose  if  it  is  a  U.S.  business  we  could  certainly  do 
it.  If  it  is  a  Mexican  business,  it  becomes  a  subject  for  substantial 
conjecture,  I  would  think. 

Mr.  La  Ware.  Let  me  consult  my  lawyer  for  a  moment. 

There  is  apparently  nothing  in  the  NAFTA  that  would  prevent 
the  U.S.  Congress  from  amending  CRA  to  cover  those  institutions 
provided  the  amendment  was  not  inconsistent  with  the  principle  of 
national  treatment,  which  is  embodied  in  the  NAFTA  agreement. 

Mr.  Watt.  So  it  would  then  become  an  issue  of  whether 

Mr.  La  Ware.  It  was  applied  evenly 

Mr.  Watt.  A  technical  barrier,  then? 

Mr.  LaWare.  Yes. 

Mr.  Watt.  Let  me  just  address  this  question — I  know  I  am  out  of 
time,  but  I  am  not  sure  that  I  understand  this  prudential  excep- 
tion. Are  there  any  materials  that  might  help  enlighten  me  about 
what  that  means? 

Mr.  LaWare.  I  will  be  glad  to  send  you  our  analysis  of  that  sec- 
tion of  the  agreement. 

Mr.  Watt.  Thank  you. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you. 

Let  me  see.  Mr.  Hinchey. 

Mr.  Hinchey.  Thank  you,  Mr.  Chairman. 

Governor  LaWare,  I  would  like  to  follow  up  on  that  last  question, 
because  I  am  still  not  clear  on  it.  We  have  had  testimony  from 
other  witnesses  before  this  committee  on  the  question  of  Communi- 
ty Reinvestment  Act,  redlining  laws,  other  statutes  which  have 
been  passed  by  the  Congress,  and  the  impact  of  those  statutes  on 
subsidiaries  of  American  banking  corporations  that  set  up  business 
in  Mexico,  as  to  their  applicability. 

In  other  words,  if  an  American  bank  goes  down  to  Mexico,  is  that 
Mexican  subsidiary  of  the  American  bank  now  covered  by  CRA  and 
other  similar  statutes? 

Mr.  LaWare.  I  don't  believe  the  CRA  extends  to  the  overseas  op- 
erations of  domestic  institutions. 

Mr.  Hinchey.  So,  in  other  words,  then  that  subsidiary  could 
come  back  to  the  United  States  and  do  business,  and  not  have  to 
comply  with  those  laws.  Is  that  true  or  not? 

Mr.  LaWare.  Wait  a  minute.  The  institution  is  doing  business  in 
Mexico. 

Mr.  Hinchey.  Yes.  The  institution  is  doing  business  in  Mexico, 
but  the  treatment  allows  Mexican  financial  institutions  to  do  busi- 
ness here  in  the  United  States,  correct? 

So  then,  does  the  treatment  then  prevent  subsidiaries  of  Ameri- 
can banking  institutions  to  come  back  and  do  business  in  the 
United  States? 

Mr.  LaWare.  The  Community  Reinvestment  Act,  the  concept  of 
it  is  that  the  community  from  which  a  bank  derives  its  deposit  base 
should  have  the  benefit  of  reinvestment  of  at  least  part  of  that  de- 
posit base  in  that  community.  The  foreign  operations  of  United 
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States  institutions  for  the  most  part  would  be  looking  for  local  de- 
posits, local  funding  from  the  Mexican  marketplace. 

There  will  undoubtedly  be  some  United  States  derived  deposits, 
and  I  think  that  it  would  probably  require  an  amendment  to  the 
CRA  in  order  to  specifically  address  that  jurisdictional  issue. 

Again,  my  lawyer  is  briefing  me  here.  A  foreign  subsidiary  can't 
come  back  into  the  United  States  under  U.S.  law.  OK.  That  takes 
care  of  that.  They  can't  come  back  here  to  do  business. 

Mr.  HiNCHEY.  They  cannot  come  back  here  to  do  business  under 
any  circumstances? 

Mr.  La  Ware.  Right.  This  is  one  of  the  reasons  why  there  is  a 
prohibition  against  engaging  in  securities  activities  back  in  the 
United  States  even  though  those  securities  activities  may  be  per- 
missible under  Mexican  law.  They  cannot  deal  and  sell  and  market 
securities  back  in  the  United  States  or  underwrite  securities  in  the 
United  States.  They  can  do  so  in  Mexico.  And  I  guess  that  provi- 
sion is  broad  enough  to  include  other  activities  as  well. 

Mr.  HiNCHEY.  In  response  to  a  question  earlier  about  illicit  finan- 
cial activities  and  the  effect  of  the  NAFTA  agreement  on  those  ac- 
tivities, you  said  something  to  the  effect  I  believe  that  the  NAFTA 
will  make  it  easier  to  prosecute  those  activities  and  make  it  less 
likely  that  they  will  occur.  Perhaps  that  is 

Mr.  La  Ware.  I  don't  think  I  said  make  it  easier  to  prosecute 
them.  Obviously,  if  they  are  illicit  activities  in  Mexico,  it  is  in 
Mexican  jurisdiction.  But  certainly  the  current  indications  are  that 
the  Mexican  authorities  are  trying  to  root  these  practices  out  vigor- 
ously, and  presumably  they  would  be  prepared  to  prosecute. 

Mr.  HiNCHEY.  Could  you  identify  the  specific  provisions  of 
NAFTA  which  would  make  it  easier  or  would  impede  the  illicit  fi- 
nancial activities?  I  don't  mean  identify  it  now  at  this  moment,  but 
I  would  like  to  be  made  aware  of  the  specific  provisions  of  NAFTA 
which  you  feel  would  make  it  less  likely  for  illicit  financial  activi- 
ties to  occur  across  the  border. 

Mr.  La  Ware.  I  am  not  sure  there  is  any  language  in  the  NAFTA 
agreement  that  says  we  are  going  to  eliminate  corrupt  practices  or 
illicit  activities.  But  it  is  the  existence  of  the  agreement  and  the 
collaboration  between  the  authorities  on  both  sides  in  order  to  im- 
plement it  and  make  it  work  smoothly  that  makes  me  optimistic 
about  the  ability  to  improve  the  performance  there. 

And  I  will  be  happy  to  share  that  reasoning  with  you  in  writing 
separately,  and  with  the  other  members  of  the  committee  on  that, 
if  you  care  to. 

Mr.  HiNCHEY.  Yes,  I  would.  I  think  that  that  is  a  matter  that  has 
been  of  some  concern  to  the  committee.  We  have  had  considerable 
testimony  from  people  who  claim  to  have  special  knowledge  of  this 
kind  of  illicit  activity,  and  in  fact  even  representatives  of  the  ad- 
ministration, the  Border  Patrol,  Immigration,  and  others  have  tes- 
tified before  this  committee  that  they  felt  that  the  NAFTA  agree- 
ment made  it  more  likely  for  illegal  activities  to  occur,  including 
illicit  activities,  including  drug  trafficking  across  the  border. 

Mr.  La  Ware.  We  do  not  share  that  view  at  all.  Our  analysis  indi- 
cates just  the  contrary.  I  will  be  glad  to  share  that  with  you. 
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Mr.  HiNCHEY.  That  is  what  I  am  interested  in.  I  would  be  inter- 
ested in  that  analysis  and  what  brings  you  to  that  particular  con- 
clusion. 

One  might  say,  of  course,  the  Government  of  Mexico  may  be  on 
its  best  behavior  at  the  moment  because  it  is  very  interested  in 
trying  to  bring  this  treaty  to  completion,  but  whether  or  not  that 
indicates  a  change  in  their  behavior  over  the  long  run  or  not  is 
something  open  to  question. 

Mr.  La  Ware.  I  think  Mr.  McCandless  put  his  finger  on  that  in 
his  opening  statement.  He  pointed  out  the  agreement  can  be  can- 
celed on  6  months'  notice  at  any  time  by  any  of  the  parties  if  they 
are  dissatisfied  with  what  is  going  on.  That  makes  it  very  different 
from  a  treaty. 

Mr.  HiNCHEY.  I  understand  that,  but  I  don't  have  a  lot  of  confi- 
dence that  increases  in  drug  trafficking — it  is  already  a  $1  billion 
business,  after  all — is  going  to  bring  about  a  cancellation  of  this 
agreement.  So  I  don't  take  any  comfort  in  that. 

I,  frankly,  don't  think  anybody  should  take  any  particular  com- 
fort in  the  fact  that  this  trade  agreement  could  be  canceled,  be- 
cause I  doubt  very  much  it  would  be. 

Mr.  La  Ware.  I  would  hope  it  wouldn't  be,  because  I  think  the 
benefits  will  far  outweigh  the  problems. 

Mr.  HiNCHEY.  That  is  my  point  exactly,  because  there  are  people 
who  would  make  that  argument,  in  spite  of  the  fact  that  a  great 
many  problems  might  ensue  and  indeed  existing  problems  might 
grow  substantially,  nevertheless  because  in  the  view  of  some  people 
that  the  treaty  is  of  long-term  value — it  probably  is,  depending  on 
how  long  you  want  to  stretch  it  out — that  in  spite  of  the  fact  that 
those  difficulties  arise,  nevertheless  the  treaty  would  be  allowed  to 
continue. 

There  was  a  question  about  insider  trading,  Commissioner  Scha- 
piro.  I  wasn't  clear  about  your  response  to  that.  I  thought  you  said 
the  treaty  would  make  it  more  difficult  for  insider  trading. 

Ms.  ScHAPiRO.  No,  I  was  using  the  recent  expansion  by  the  Mexi- 
can Government  of  the  definition  of  insider  trading  as  an  example 
of  changes  in  their  securities  laws  that  are  important  reforms.  It 
will  now  be  easier  for  the  Mexican  SEC  to  pursue  insider  trading 
cases  within  Mexico.  But  I  should  also  tell  you  that  nothing  dis- 
suades the  SEC  from  pursuing  insider  trading  cases  wherever  they 
arise  if  U.S.  markets  or  U.S.  investors  have  been  implicated  in  any 
way. 

Over  half  of  the  largest  insider  trading  cases  we  have  brought  in- 
volved either  trading  from  abroad,  and/or  the  need  for  the  SEC  to 
obtain  foreign-based  evidence.  Our  enforcement  ability  with  respect 
to  insider  trading  is  not  in  any  way  compromised  by  NAFTA. 

The  Chairman.  The  time  of  the  gentleman  has  expired. 

Mr.  Gutierrez. 

Mr.  Gutierrez.  Thank  you,  Mr.  Chairman. 

Thank  you  all  very  much  for  coming  this  morning. 

I  would  just  like  to  follow  up  on  the  question  that  Mr.  Watt  was 
posing  to  Ms.  Evans  about  the  guarantee  fund,  because  if  I  am 
going  to  be  doing  business  in  Mexico,  and  obviously  have  access  to 
their  funds  for  insurance  funds,  earlier  it  was  stated  that  it  was 
like  $28  was  the— you  used  the  figure  of  $28  versus  $2,000. 


32 

Ms.  Evans.  $38. 

Mr.  Gutierrez.  Is  that  like  the  average  policy? 

Ms.  Evans.  That  is  the  per  capita  annual  expenditure. 

Mr.  Gutierrez.  Per  capita  annual  expenditure.  And  it  is  $2,000 
now  in  the  United  States? 

Ms.  Evans.  Yes.  Those  are  both  approximate  figures. 

Mr.  Gutierrez.  Sure.  I  spend  more  than  that  on  my  car.  That 
doesn't  say  anything  about  my  driving  record,  just  how  many  cars  I 
have. 

Ms.  Evans.  That  includes  babies.  It  is  an  average. 

Mr.  Gutierrez.  Does  it  cost  less  money  to  insure  something  in 
Mexico?  If  I  want  to  insure  something  for  $1  million  and  I  want  to 
insure  it  in  Mexico  and  I  go  to  an  insurance  company,  is  it  going  to 
cost  me  less  to  buy  an  insurance  policy  issued  by  an  insurance  com- 
pany in  Mexico  versus  an  insurance  company  in  the  United  States? 
Is  it  cheaper,  for  the  same  coverage? 

Ms.  Evans.  In  some  instance  it  is  may  be  cheaper;  in  some  in- 
stances it  may  be  more  expensive.  Basically,  the  difference  in  ex- 
penditure reflects  how  active  insurance  is  in  the  marketplace  as  a 
whole,  rather  than  what  the  coverage  costs,  although  often  your 
risks  that  you  are  insuring  are  different,  depending  on  where  you 
are  located. 

Twenty  percent  of  all  vehicles  are  insured  in  Mexico.  It  is  the 
converse,  in  Texas,  where  we  have  a  mandatory  auto  insurance 
law,  we  have  about  80  percent  insured. 

Mr.  Gutierrez.  So  we  have  no  idea  if  it  costs  less? 

Ms.  Evans.  It  would  depend  on  each 

Mr.  Gutierrez.  We  would  know  if  a  car  costs  more,  we  would 
know  other  commodities,  and  we  could  make  judgments  about 
other  commodities  versus  does  it  cost  more  in  the  United  States  or 
in  Mexico  or  in  Canada  or  anywhere  else;  but  we  don't  know  about 
insurance  per  se? 

Ms.  Evans.  I  have  not  made  an  analysis  on  a  product-by-product 
basis  of  what  the  pricing  is.  The  Mexican  insurance  rating  system 
is  basically  a  file-and-use  system.  In  the  United  States  it  varies 
from  State  to  State  and  line  by  line. 

So,  for  instance,  in  Texas,  in  the  auto  insurance  market,  under 
our  benchmark  flex  rate  system,  carriers  can  file  rates  that  vary 
from  60  percent  for  the  same  risk.  So  that  is  one  State's  variation. 
And  the  variations  are  endless  in  State  to  State  to  State. 

I  don't  know  what  the  range  of  filed  rates  are  for  auto  insurance 
coverage  in  Mexico.  I  certainly  would  be  glad  to  try  to  find  that  out 
for  you  if  you  would  like  to  know  that. 

Mr.  Gutierrez.  The  reason  I  think  it  might  be  important  is  be- 
cause if  the  guarantee  funds  are  in  the  United  States,  I  am  a  bu- 
sinessperson  here,  I  might  just  want  to  buy  that  insurance  in 
Mexico  if  it  costs  less  there.  If  there  is  a  broker  in  Mexico  who  is 
willing  to  insure  me  for  less,  and  I  understand  that  if  that  insur- 
ance policy  isn't  the  greatest  insurance  policy  but  that  the  guaran- 
tee fund  is  back,  I  would  think  in  a  State  like  Texas,  which  is 
likely  to  have  increased  business  opportunities  being  at  the  border, 
and  California  and  New  Mexico  and  Arizona  and  Illinois  being  the 
second,  I  believe,  largest  exporter  of  goods  to  Mexico,  would  have 
increased  opportunities,  that  as  a  businessperson  I  would  sit  there 
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and  say,  Where  can  I  get  insurance  cheaper  and  still  guarantee 
that  I  am  insured?  And  if  I  think  that  good  old  Illinois  or  Texas  is 
going  to  be  there  for  me,  why  not  buy — I  am  not  saying  it  is  cheap- 
er, I  am  saying  we  should  know  that,  because  if  it  is,  everything 
tends  to  tell  me  that  business  people  are  going  to  buy  that  product 
where  it  is  cheaper,  as  long  as  they  can  get  that  quality  of  guaran- 
tee. 

Ms.  Evans.  I  appreciate  the  concern  that  you  have  raised.  I 
should  clarify  that  if  you  are  talking  about  a  businessperson  who  is 
covering  business  in  the  United  States,  again,  I  will  use  the  Texas 
example,  they  can  only  buy  that  from  a  Mexican  insurer  if  that 
Mexican  insurer  were  admitted  to  do  business  in  Texas.  And  that 
would  be  subject  to  Texas  laws  and  Texas  oversight,  because  they 
would  then  be  doing  business  there  under  our  terms. 

If  they  were  buying  insurance  to  cover  Mexican  operations  in 
Mexico,  generally  speaking  from  a  commercial  standpoint  that  is 
not  going  to  come  within  guaranty  fund  standards. 

Mr.  Gutierrez.  If  I  produce  something  in  Illinois,  sending  it  to 
Mexico,  I  have  to  buy  an  insurance  policy  in  Illinois,  I  can't  buy 
one  in  Mexico? 

Ms.  Evans.  Generally  speaking,  yes. 

Mr.  Gutierrez.  But  if  I  am  bringing  products  from  Mexico  to  Illi- 
nois, and  everything  I  understand  is  Texas  wants  billions  of  dollars 
for  new  roads,  infrastructures,  there  is  going  to  be  all  this  trucking 
going  back  and  forth,  I  imagine  it  is  both  ways. 

I  have  the  hot  water  heater  in  my  Chicago  home.  I  have  one  in 
my  basement.  They  used  to  pay  people  $10  an  hour  to  build  them 
in  my  district  in  Illinois,  and  now  they  pay  them  about  a  buck  an 
hour  in  the  maquiladora,  since  they  moved  there  and  these  corpo- 
rations moved  there,  and  they  are  moving  their  products  back  to 
Illinois  to  sell  it  to  us,  just  where  you — if  you  could  again,  all  I 
have  ever — ^because  the  State,  you  laiow,  I  am  responsible,  I  have 
car  insurance,  and  because  I  love  my  house,  and  the  mortgage  com- 
pany also  tells  me  I  have  mortgage  insurance.  So  I  am  just — I 
mean,  that  is — oh,  did  I  take  $25,000  out  of  my  life,  that  is  about 
enough  to  bury  me.  So  that  is  about  it. 

So  I  really  don't  understand  that  much  about  insurance.  So  if 
you  could  relate  to  members  of  the  committee  how  it  works,  be- 
cause it  has  me  a  little  concerned. 

Ms.  Evans.  Texas  regulators  have  basically  said  we  would  be 
better  off  in  the  United  States  with  a  national  guarantee  fund 
system  for  the  reasons  you  have  just  described.  The  laws  are  con- 
fusing, overlapping,  and  sometimes  there  are  gaps.  But  that  is  a 
different  question;  that  is  a  question  that  remains  whether  we  have 
NAFTA  or  not.  That  is  why  I  made  the  comment  that  I  did  make 
in  my  testimony  about  some  concerns  that  I  have  with  the  U.S. 
guarantee  fund  system  as  a  whole. 

But  I  should  note  that  to  the  extent  you  are  talking  about  cargo 
insurance,  which  is  insurance  that  goes  along  with  the  truck,  basi- 
cally, that  is  generally  unregulated  type  insurance,  and  that  is  a 
cross-border  type  transaction. 

Mr.  Gutierrez.  Mr.  Chairman,  I  want  to  thank  you  for  putting 
this  hearing  together,  and  I  would  like  to  come  back  and  have 
some  more  hearings  about  these  kinds  of  issues,  because,  you  know, 
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we  are  going  to  continue,  I  believe,  to  talk  about  just  what  the 
guarantees  are,  and  the  whole  notion  that  there  is  an  equal  play- 
ing field  politically  and  otherwise  in  Mexico,  I  think  we  have  some 
historical  things  to  look  at. 

Our  former  President  Reagan  declared  Carlos  Salinas  the  Presi- 
dent of  Mexico  before  the  board  of  elections  declared  him  the  Presi- 
dent of  Mexico.  We  all  remember  that.  It  was  7  days  before.  We 
really  do  have  to  look  at  just  what  the  guarantees  are  from  govern- 
ment to  government. 

And  while  maybe  I  shouldn't  speak  because  in  Chicago  there  are 
cemeteries  where  lots  of  people  vote  from  there,  you  know,  no  one 
dies  in  the  process  of  going,  no  one  goes  to  the  cemetery.  You 
might  go  to  the  cemetery  and  still  vote,  but  just  because  you  want 
to  vote  you  don't  go  to  the  cemetery.  I  am  not  sure  it  is  the  same 
process.  So  I  would  like  to  continue  these  discussions. 

Thank  you  very  much,  Mr.  Chairman. 

The  Chairman.  Let  me  assure  the  gentleman  that  this  is  the 
second  of  a  series  of  hearings  that  we  are  projecting.  It  is  just  the 
second  one.  We  intend  to  continue.  I  think  we  owe  it  to  ourselves  to 
further  explore  the  implications  and  particularly  in  that  area 
where  this  committee  has  jurisdiction. 

But  not  to  hold  the  witnesses  needlessly,  thank  you  very  much. 
We  deeply  appreciate  your  patience  with  the  committee.  And  we 
will  announce  the  next  panel. 

Our  next  panel  consists  of  Mr.  Barry  Newman,  the  Deputy  As- 
sistant Secretary  for  International  Monetary  Affairs;  and  Mr.  Ira 
Shapiro,  General  Counsel,  Office  of  the  U.S.  Trade  Representative. 
Let  me  ask  each  of  the  witnesses  if  they  have  time  constraints. 
First,  we  will  recess  for  about  10  minutes  to  go  record  the  vote. 

[Recess.] 

The  Chairman.  The  committee  will  resume  session.  I  will  recog- 
nize you  in  the  order  that  I  introduced  you,  and  recognize  Secre- 
tary Newman. 

STATEMENT  OF  HON.  BARRY  F.  NEWMAN,  DEPUTY  ASSISTANT 
SECRETARY  FOR  INTERNATIONAL  MONETARY  AFFAIRS,  DE- 
PARTMENT OF  THE  TREASURY 

Mr.  Newman.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman  and  members  of  the  committee,  I  appreciate  this 
opportunity  to  testify  on  the  financial  services  provisions  of  the 
NAFTA. 

With  your  permission,  Mr.  Chairman,  I  would  like  to  submit  my 
printed  testimony  for  the  record  and  give  a  brief  oral  summary  for 
you  today. 

The  NAFTA  is  a  watershed  in  international  financial  relations, 
establishing  a  continent-wide  free  trade  area  in  banking,  securities, 
insurance,  and  other  financial  services. 

The  agreement  attains  three  important  objectives  of  the  United 
States  in  negotiations.  The  first  key  objective  was  to  achieve  an 
agreement  with  clear,  legally  binding  rules.  This  approach  would 
maximize  liberalization  in  a  situation  where  the  United  States 
market  is  open  but  Mexico's  was  closed. 
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The  rules  guarantee  important  rights  for  U.S.  firms.  The  nation- 
al treatment  and  MFN  provisions  ensure  that  United  States  firms 
will  be  treated  as  favorably  as  Canada  and  Mexico  treat  their  do- 
mestic firms  or  the  firms  of  any  country.  The  provisions  on  new 
products  will  enable  United  States  financial  firms  to  provide  the 
same  products  and  services  in  Mexico  and  Canada  that  they  do 
here  at  home,  thereby  maximizing  their  ability  to  use  their  very 
strong  competitive  advantages. 

The  rules  on  senior  management  and  boards  of  directors  will 
enable  U.S.  firms  to  hire  the  best  people  for  the  job  regardless  of 
nationality.  Quotas  for  Mexican  or  Canadian  citizens  in  United 
States  firms  abroad  will  be  limited.  The  transparency  provisions 
ensure  that  U.S.  firms  know  the  rules  of  the  game  in  advance  and 
have  an  opportunity  to  comment  on  regulatory  changes  and  receive 
prompt  action  on  applications. 

The  cross-border  provisions  guarantee  that  United  States  firms 
will  continue  to  conduct  current  cross-border  operations  and  pro- 
vide services  to  customers  in  Mexico  and  Canada  that  seek  them. 

Finally,  and  most  importantly,  the  right  of  United  States  firms 
to  establish  in  Mexico  and  Canada  on  a  nondiscriminatory  basis  is 
guaranteed. 

No  legal  agreement  would  be  complete  without  a  way  to  resolve 
disputes.  The  NAFTA  establishes  a  government-to-government  dis- 
pute settlement  process  that  guarantees  impartial  arbitration. 
Moreover,  financial  issues  will  be  considered  by  panels  composed 
primarily  of  individuals  with  financial  expertise. 

And  finally,  there  will  be  no  cross-sectoral  retaliation  under  the 
agreement.  Finance  disputes  will  remain  finance  disputes,  and 
issues  outside  of  finance  will  not  have  spillover  effects  on  the  finan- 
cial markets. 

In  short,  the  agreement  will  provide  rules  that  ensure  fair  trade 
in  financial  services  throughout  North  America  and  dispute  settle- 
ment mechanisms  to  back  these  rules  up. 

The  second  key  objective  was  to  open  the  Mexican  market,  a 
market  that  is  practically  closed  to  U.S.  investment  at  the  present 
time.  The  NAFTA  achieves  this  by  permitting  our  financial  firms 
to  establish  wholly  owned  subsidiaries  in  Mexico  on  the  first  day  of 
the  agreement.  The  subsidiaries  will  basically  be  able  to  do  any- 
thing that  a  Mexican  firm  can  do  in  Mexico,  including  nationwide 
banking  in  Mexico,  engaging  in  banking,  securities,  and  insurance 
activities  through  Mexican  financial  groups,  again  in  Mexico,  not 
in  the  United  States. 

The  agreement  provides  Mexico  a  transition  period  during  which 
access  by  foreign  firms  may  be  limited.  This  will  provide  Mexico 
with  breathing  space  to  implement  the  recent  changes  in  its  domes- 
tic market. 

During  the  first  6  years,  Mexico  may  limit  the  individual  size 
and  aggregate  market  share  of  United  States  and  Canadian  institu- 
tions. After  this  initial  period,  a  further  temporary  safeguard  can 
be  imposed  if  certain  extreme  levels  of  market  share  are  reached 
by  United  States  and  Canadian  firms. 

We  believe  these  transitional  arrangements  are  reasonable  and 
are  unlikely  to  constrain  U.S.  firms.  In  fact,  these  temporary  limits 
on  potential  U.S.  market  share  under  NAFTA  reach  levels  larger 
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than  our  firms  have  been  able  to  achieve  in  most  other  foreign 
markets. 

This  opening  of  the  Mexican  market  will  benefit  the  United 
States  both  inside  and  outside  the  financial  sector.  In  the  financial 
sector,  the  NAFTA  opens  up  new  and  lucrative  financial  markets 
to  our  industry.  This  should  create  skilled  jobs  within  the  industry, 
in  the  United  States.  The  gains  for  the  United  States  outside  the 
financial  sector  should  also  be  significant  as  new  sources  of  financ- 
ing for  United  States  exports  to  Mexico  are  generated,  and  the 
Mexican  economy  imports  greater  amounts  of  goods  from  the 
United  States. 

A  third  important  objective  is  protecting  the  U.S.  financial 
system.  As  the  previous  panel  indicated,  NAFTA  fully  does  this 
through  a  very  fulsome  prudential  carveout.  I  won't  get  into  the 
details  of  that. 

The  success  of  the  NAFTA  in  financial  services  was  due  in  part 
to  how  the  chapter  was  negotiated.  The  U.S.  negotiating  team  on 
financial  services  in  the  NAFTA  was  led  by  the  Treasury  Depart- 
ment in  banking  and  securities  and  the  Department  of  Commerce 
for  insurance  issues. 

In  addition,  the  Federal  financial  regulators  were  involved  in  all 
phases  of  the  negotiations,  providing  technical  assistance  and 
policy  advice.  State  regulators  and  congressional  staff  were  also 
consulted  throughout  the  negotiations. 

This  negotiation  was  an  example  of  successful  cooperation  be- 
tween government  and  industry  in  the  financial  services  area.  The 
executive  branch  consulted  regularly  with  formal  advisory  commit- 
tees, including  the  SPAC  and  ISAC-13,  bodies  with  a  very  broad  in- 
dustry representation.  We  in  the  Federal  Government  held  numer- 
ous briefings  of  industry  groups  throughout  the  negotiation  and  so- 
licited many  individual  points  of  view  as  well. 

In  closing,  Mr.  Chairman,  the  NAFTA  is  a  significant  commit- 
ment by  Mexico  and  Canada  to  equality  of  competitive  opportunity 
for  United  States  firms  in  their  markets.  NAFTA  will  promote  a 
world  competitive  and  safe  North  American  free  trade  system  cen- 
tered in  the  United  States. 

The  short  and  medium  term  gains  will  come  from  both  inside 
and  outside  the  financial  sector  in  the  form  of  increased  jobs.  The 
presence  of  our  firms  in  Mexico  should  increase  the  integrity  of 
that  financial  system  and  lead  to  greater  cooperation  between  reg- 
ulatory and  enforcement  officials. 

The  NAFTA  financial  services  chapter  is  a  clear  win  for  the 
United  States  as  evidenced  by  the  financial  industry's  unanimous 
support  for  the  agreement. 

Thank  you  for  this  opportunity  to  testify,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Newman  can  be  found  in  the  ap- 
pendix.] 

The  Chairman.  Thank  you,  sir. 

Mr.  Shapiro. 

STATEMENT  OF  IRA  SHAPIRO,  GENERAL  COUNSEL,  OFFICE  OF 
THE  UNITED  STATES  TRADE  REPRESENTATIVE 

Mr.  Shapiro.  Thank  you,  Mr.  Chairman,  Congressman  Watt. 
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Mr.  Chairman,  rather  than  duplicate  anything  that  Mr.  Newman 
has  said,  I  would  like  to  submit  my  prepared  statement  for  the 
record. 

The  Chairman.  Yes.  Let  me  say  in  the  case  of  both  of  you,  I 
want  to  thank  you  for  providing  the  testimony  in  ample  time  to 
review  it,  and  it  will  appear  in  the  record  exactly  as  you  give  it  to 
us  in  writing  following  your  oral  testimony. 

Mr.  Shapiro.  I  would  like  to  speak  briefly,  Mr.  Chairman,  to  try 
to  put  the  financial  services  chapter  in  the  perspective  of  the  ad- 
ministration view  of  the  NAFTA  as  a  whole,  and  then  talk  a  little 
bit  about  the  negotiation  process. 

Mr.  Chairman,  the  foremost  commitment  of  the  Clinton  adminis- 
tration is  to  try  to  build  the  most  productive  and  competitive  econ- 
omy in  the  world,  to  build  jobs  for  U.S.  workers  and  for  their  chil- 
dren who  will  be  entering  the  work  force.  In  that  regard,  our  eco- 
nomic strategy  starts  at  home  with  the  President's  budget  package, 
health  care  reform,  and  other  initiatives.  But  trade  policy  is  an  im- 
portant part  of  that  strategy. 

The  NAFTA  is  an  important  piece  of  our  trade  policy,  and  the 
perspective  I  would  like  to  offer  on  this,  Mr.  Chairman,  picks  up  a 
little  bit  on  Governor  LaWare's  point  and  Commissioner  Schapiro's 
point  when  they  commented  that  no  changes  in  United  States 
banking  or  securities  regulation  would  be  needed  to  carry  out  the 
NAFTA,  whereas  major  changes  would  be  required  in  Mexico. 

Not  to  resort  to  too  much  of  a  generalization,  Mr.  Chairman  and 
Mr.  Watt,  but  the  heart  and  soul  of  why  the  administration  feels  so 
strongly  about  the  NAFTA  is  that  we  believe  that  while  products 
and  services  of  other  countries  ought  to  be  welcome  here,  we 
should  insist  that  our  products  and  our  services  be  welcome  in 
other  countries. 

For  far  too  long,  we  have  engaged  in  trading  relationships  that 
have  essentially  been  one-sided.  Because  of  our  commitment  to 
open  trade,  we  haven't  emphasized  enough  the  need  to  open  other 
people's  markets. 

What  the  NAFTA  does  is  basically  redresses  an  imbalance  that 
exists  between  the  United  States  and  Mexico  in  our  trading  rela- 
tionship. In  the  financial  services  chapter,  but  throughout  the 
NAFTA,  NAFTA  basically  takes  down  large  barriers — tariff,  non- 
tariff,  and  other  barriers — to  United  States  products  and  services 
in  Mexico,  while  requiring  very  little  change  in  the  way  of  United 
States  sectors,  because  our  tariffs  and  nontariff  barriers  are  so  low. 

I  would  not  make  the  argument  that  in  every  sector  it  is  as  dra- 
matic a  contrast  as  it  is  in  financial  services.  But  if  you  go  through 
manufacturing  and  agriculture,  you  find  very  much  the  same  situa- 
tion, large  barriers  in  Mexico  that  are  reduced  and  then  eliminated 
through  NAFTA  so  that  the  gains  of  NAFTA  basically  go  to  United 
States  manufacturers,  agricultural  producers,  and  service  provid- 
ers. 

Now,  with  respect  to  the  reasons  why  we  feel  strongly  about  the 
benefits  of  NAFTA,  we  have  had  basically  a  5-year  trial  run  with 
Mexico  as  markets  have  gradually  opened  under  President  Salin- 
as's unilateral  actions.  And  what  we  have  seen  is  that  the  United 
States  has  moved  from  a  $5.7  billion  trade  deficit  with  Mexico  to  a 
$5.4  billion  trade  surplus  in  5  years. 
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In  5  years  Mexico  has  become  our  third  leading  trading  partner, 
the  second  largest  recipient  of  our  manufactured  goods,  and  the 
third  largest  recipient  of  our  agricultural  products.  And  what 
NAFTA  does  is  essentially  tries  to  lock  in  those  gains  and  build 
upon  them,  because  there  are  still  an  enormous  number  of  barriers 
in  Mexico  that  NAFTA  takes  down  over  a  period  of  time. 

The  truth  is,  Mr.  Chairman,  that  NAFTA  supporters  and  oppo- 
nents all  agree  that  the  goal  is  a  stronger  U.S.  economy,  and  they 
agree  that  we  won't  get  there  without  some  kind  of  trade  and  eco- 
nomic strategy.  We  can't  simply  continue  to  drift  and  accept  the 
results  that  other  countries  leave  for  us  as  they  pursue  their  own 
strategies.  And  as  a  consequence,  the  President  and  the  adminis- 
tration feel  very  strongly  that  our  strategy  ought  to  include  build- 
ing on  the  regional  base  that  Mexico  would  give  us. 

The  Mexican  market  is  a  growing  market  of  90  million  people,  a 
market  where  70  percent  of  the  imports  that  are  purchased  come 
from  the  United  States.  It  offers  us  a  significant  opportunity,  and 
basically  we  want  to  take  advantage  of  that  opportunity. 

Ambassador  Kantor  is  fond  of  saying  that  he  believes  that 
NAFTA  opponents  are  looking  at  the  economy  through  the  rear- 
view  mirror.  And  what  he  means  by  that  is,  we  see  the  problems 
that  people  are  talking  about,  but  we  think  these  are  problems 
with  the  situation  as  it  has  existed  in  Mexico,  particularly  the  ma- 
quiladora  arrangements,  rather  than  the  situation  that  would  exist 
in  Mexico  after  NAFTA  is  passed. 

Mr.  Chairman,  I  can't,  and  shouldn't,  duplicate  what  Mr. 
Newman  has  said  and  the  other  panel  said  about  the  NAFTA  fi- 
nancial services  sector.  I  do  want  to  talk  briefly  about  the  negotia- 
tion process. 

I  was  not  involved  in  the  1991-1992  negotiations,  but  I  have  gone 
over  the  record,  and  I  know  the  way  the  USTR  has  functioned  over 
this  year  as  we  tried  to  bring  to  fruition  the  supplemental  agree- 
ments on  NAFTA.  USTR  is  an  organization  that  consults  exten- 
sively through  a  network  of  advisers  that  is  established  by  statute 
and  has  been  established  since  1974. 

To  be  honest,  I  have  never  been  involved  in  a  situation  where 
there  has  been  quite  as  much  consultation.  We  spend  time  consult- 
ing, and  tr3dng  to  consult,  with  Capitol  Hill  and  also  with  a  range 
of  private  sector  advisors.  When  we  seek  out  diverse  points  of  view, 
we  want  the  private  sector  input,  but  we  don't  want  just  one  view- 
point on  it.  And  Mr.  Newman  has  at  his  disposal  a  list  of  the  meet- 
ings of  the  financial  services  group  as  this  chapter  was  being  nego- 
tiated. 

This  administration  feels  very  strongly  that  trade,  if  it  was  once, 
is  no  longer  the  exclusive  province  of  a  handful  of  government  offi- 
cials or  insiders. 

A  trade  agreement,  to  be  successful  in  the  United  States,  has  to 
have  broad  political  support.  You  get  that  support  by  consulting  as 
you  negotiate,  by  being  aware  of  what  the  private  sector  interests 
are  and  then  by  having  to  defend  the  trade  agreement  before  Con- 
gress and  around  the  country.  That  is  the  process  that  we  are  en- 
gaged in  now. 

Some  of  our  critics  have  suggested  that  NAFTA  was  negotiated 
in  secrecy  or  rushed  through  or  that  somehow  it  is  going  to  be 
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rushed  through  on  the  fast  track.  In  fact,  by  the  time  this  process 
is  done,  this  will  be  the  most  carefully  studied  and  intensively  scru- 
tinized trade  agreement  in  American  history,  as  it  should  be. 

It  comes  along  at  a  time  of  great  economic  insecurity  that  Ameri- 
cans feel.  It  involves  an  agreement  with  an  economy  at  a  different 
stage  of  development  than  ours.  People  have  to  be  sure  that  we 
have  assessed  the  benefits,  and  they  have  to  satisfy  themselves  that 
the  benefits  are  significant. 

But  I  would  say,  Mr.  Chairman  and  Mr.  Watt,  in  closing.  Presi- 
dent Clinton  didn't  negotiate  the  NAFTA.  He  had  ample  opportuni- 
ties to  walk  away  from  NAFTA  during  1992.  The  reason  he  stayed 
with  it  and  endorsed  it,  strengthened  by  the  supplemental  agree- 
ments, is  that  he  found  that  it  was  in  the  economic  interests  of  the 
United  States.  It  was  not  a  favor  that  we  were  doing  for  Mexico.  It 
was  something  that  would  benefit  both  countries.  And,  as  a  result, 
he  and  the  administration  are  strongly  supportive  of  NAFTA. 

For  those  who  have  looked  and  waited  over  the  years  for  the 
United  States  to  have  a  trade  and  economic  strategy  to  match 
those  of  our  competitors,  Mr.  Chairman,  we  would  say  to  opponents 
of  NAFTA,  it  does  not  seem  like  good  trade  or  economic  strategy  to 
walk  away  from  this  agreement  which  takes  down  so  many  bar- 
riers in  Mexico  but  changes  so  few  of  ours  here.  We  believe  that  if 
we  walk  away  from  it  we  will  be  throwing  away  a  major  opportuni- 
ty for  United  States  firms  and  essentially  inviting  our  competitors 
into  Mexico,  rather  than  giving  us  the  preferential  access. 

And  there  is  nothing  academic  in  our  minds  about  this.  The 
United  States  sold  $1  billion  of  telecommunications  equipment  last 
year  in  Mexico,  and  until  very  recently  we  were  not  a  provider  of 
telecommunications  in  Mexico.  It  was  purchased  from  the  French 
and  the  Germans.  So  we  believe  that  this  agreement  is  in  the  U.S. 
economic  interests.  And  that  is  why  we  support  it,  including  the 
chapter  on  financial  services  which  has  been  elaborated  on  by 
other  witnesses. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Shapiro  can  be  found  in  the  ap- 
pendix.] 

The  Chairman.  We  have  about  4  minutes  to  allow  us  to  go 
record  our  vote.  This  vote  is  on  the  rule,  and,  therefore,  once  we 
record  the  vote,  we  shouldn't  have  an  interruption  at  least  for  an- 
other hour.  So,  again,  we  ask  the  indulgence  of  the  witnesses,  and 
we  will  stand  recessed  for  about  5  minutes  or  a  little  better. 

[Recess.] 

The  Chairman.  The  committee  will  resume. 

Well,  I  want  to  thank  you  from  the  very  beginning  for  accepting 
our  invitation  to  testify.  I  have  a  question  for  Mr.  Newman.  Did 
you  participate  throughout  the  negotiations  in  the  discussions  or 
the  agreements  or  tentative  agreements  reached  during  the  process 
of  consideration  of  the  financial  section? 

Mr.  Newman.  Did  the  regulators  participate? 

The  Chairman.  Yes. 

Mr.  Newman.  I  participated  throughout,  as  did  the  regulators. 
We  consulted  with  them  from  the  get  go  and  shared  with  them  the 
text  as  we  were  going  along  to  get  their  views.  In  addition,  they  did 
attend  some  of  our  negotiating  sessions  when  issues  of  particular 
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concern  to  them  were  being  discussed.  We  met  with  them  invari- 
ably before  and  after  every  negotiating  session  to  go  over  the  lan- 
guage and  to  go  over  the  issues. 

The  Chairman.  Besides  the  negotiators,  what  affected  areas  or 
industry  representatives  participated? 

Mr.  Newman.  USTR  had  created  a  mechanism  of  advisory  com- 
mittees throughout  the  agreement.  Mr.  Shapiro  can  give  you  more 
details  on  that. 

The  two  that  I  met  with  in  particular  were  the  Services  Policy 
Advisory  Committee,  which  covered  the  entire  services  chapter, 
and  the  Industry  Sector  Advisory  Committee  for  services  which 
was  a  more  technical  level  body.  And  I  met  with  both  of  those  com- 
mittees on  numerous  occasions. 

In  addition,  we  met  frequently  with  specific  industry  groups  that 
had  been  established  to  deal  with  the  NAFTA.  These  included,  for 
example,  the  Coalition  of  Service  Industries,  the  Bankers  Associa- 
tion for  Foreign  Trade,  the  Securities  Industry  Association,  the  In- 
vestment Company  Institute,  representing  mutual  funds,  and  the 
American  Financial  Services  Association,  which  did  nontraditional 
lenders,  as  well  as  the  International  Insurance  Council  and  the  Na- 
tional Association  of  Insurance  Commissioners,  which  my  Com- 
merce colleagues  met  with. 

Additionally,  we  met  with  the  Conference  of  State  Bank  Supervi- 
sors, the  Department  of  Banking  of  the  State  of  Texas,  and  the 
Texas  Bankers  Association. 

The  Chairman.  This  was  consultation. 

Mr.  Newman.  Yes. 

The  Chairman.  When  you  actually  entered  into  the  negotiating 
sessions,  who  then  was  present? 

Mr.  Newman.  Actual  participation  at  the  negotiating  sessions 
was  limited  to  governmental  officials. 

The  Chairman.  On  both  sides? 

Mr.  Newman.  On  both  sides. 

The  Chairman.  But  those  meetings  were  not  public? 

Mr.  Newman.  They  were  not  open  to  the  public,  no.  We  did  meet 
with  the  groups  I  mentioned  both  before  and  after  most  of  the  ne- 
gotiating sessions. 

The  Chairman.  I  wonder  if  it  would  be  possible  for  you  to  pro- 
vide the  committee  with  a  list  of  the  members  of  the  private  sector 
advisory  committees  that  actually  you  met  with  and  consulted  on 
the  financial  services  chapter. 

Mr.  Newman.  Certainly. 

The  Chairman.  And  is  there  any  aspect  of  possible  conflict  of  in- 
terest insofar  as  ethics  is  concerned  that  would  be  applicable  to 
members  of  the  committees  and  other  individuals  with  whom  con- 
sultation was  held  or  participation  in  the  negotiating  process? 

Mr.  Newman.  Certainly  the  industries  that  we  consulted  with 
had,  obviously,  a  direct  interest  in  the  outcome  of  the  negotiations, 
but  I  wouldn't  say  it  would  be  a  conflict. 

In  terms  of  the  negotiating  team  itself,  they  were  all  government 
officials.  I  am  a  career  Treasury  official,  for  example,  for  the  last 
26  years. 

The  Chairman.  That  is  true.  And  that  is  what  some  witnesses 
had  mentioned  and,  in  fact,  had  mentioned  your  name.  One  of  our 
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first  panel  witnesses  was  an  officer  of  Citibank,  and  he  mentioned 
that  he  had  had  some  participation.  I  don't  know  if  he  meant  con- 
sultation by  using  that  word. 

But  I  guess  I  could  ask  the  same  question  of  Mr.  Shapiro,  and — 
since  you  indicated,  though,  that  you  were  not  participatory  in  the 
1991-1992.  Actually,  the  Congress  approved  the  fgist-track  motion 
or  resolution — and,  I  believe  it  was  in  1991,  was  it  not? 

Mr.  Shapiro.  Yes,  it  was,  Mr.  Chairman. 

The  Chairman.  Then  I  believe  the  President  announced  the 
agreement  in  December  1992. 

Mr.  Shapiro.  I  believe  he  signed  the  agreement  in  December 
1992. 

The  Chairman.  What  I  don't  understand  and  didn't  at  the  time 
was  if  it  was  so  good  and  if  it  had  been  open  and  accessible,  why 
was  that  agreement  restricted  or  secured  for  more  than  a  month? 

Mr.  Shapiro.  Mr.  Chairman,  if  I  could  venture  a  guess  as  some- 
one who  wasn't  there  and  then  maybe  I  can  defer  to  Mr.  Newman. 

The  Chairman.  Certainly. 

Mr.  Shapiro.  Because  we  went  through  this  recently  with  the 
supplemental  agreements  where  we  reached  an  agreement  in  prin- 
ciple with  Mexico  and  Canada  on — I  believe  it  was  the  evening  of 
August  13.  But  we  did  not  put  out  a  text  until  several  weeks  later 
simply  because  there  was  a  lot  of  legal  drafting  to  do  even  when 
there  was  no  change  in  what  had  been  agreed  on  in  principle. 

And  certainly  with  respect  to  the  NAFTA,  as  long  a  document  as 
it  was,  you  can  reach  all  kinds  of  agreements  as  to  what  the  policy 
ought  to  be,  but  it  takes  a  while  to  reduce  it  to  final  form.  And  I 
think,  frankly,  that  is  all  that  was  happening  at  that  time,  what 
we  called  the  legal  scrub. 

The  Chairman.  Well,  I  can  understand  that. 

I  don't  know  if  Mr.  Newman  has  any  comment. 

Mr.  Newman.  No,  that  was  basically  the  problem  as  I  recall  it.  It 
was  not  only  getting — making  sure  that  the  legal  text  conformed 
with  the  basic  agreements.  We  also  were  trjdng  to  make  sure  that 
the  Spanish  text  conformed  to  the  English  text,  and  that  took  some 
time  as  well.  But  it  was  primarily  clearing  up  legal  problems, 
making  sure  that  the  same  terminology  was  used  throughout  the 
text  so  that  there  wouldn't  be  any  confusion.  And  that  was  a  pains- 
taking chore. 

Mr.  Shapiro.  If  I  could  add  one  thing,  Mr.  Chairman. 

The  Chairman.  Certainly. 

Mr.  Shapiro.  I  am  reminded  also  that  President  Bush  originally 
announced  that  he  had  reached  agreement  as  far  back  as  August. 
The  fast-track  procedure,  though,  requires  a  notification  to  Con- 
gress of  your  intent  to  enter  into  a  trade  agreement 

The  Chairman.  True. 

Mr.  Shapiro.  And  then  a  90-day  period  before  it  is  actually 
signed.  So  some  of — there  is  a  time  period  there  as  well  that  is 
statutorily  required. 

The  Chairman.  Well,  but  he  complied  with  that  in  December,  if  I 
remember  correctly. 

Mr.  Newman.  The  other  point  I  would  make,  Mr.  Chairman,  is  I 
recall  throughout  the  negotiating  sessions  drafts  of  the  text  were 
provided  by  STR  to  the  Congress  for  both  access  up  here  as  well  as 
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at  one  or  two  other  locations  so  that  the  Congress  could  certainly 
see  the  text  as  it  was  evolving. 

The  Chairman.  I  don't  know  for  what  reason  we  didn't  have  any 
accessibility.  I  am  not  blaming  you  or  the  executive  branch.  It  may 
be  that  what  you  are  stating  was  complied  with  and  it  was  just  not 
presented  to  the  general  membership  that  way.  We  have  things 
like  that,  as  you  well  know,  involving  such  things  as  the  War 
Powers  Limitation  Act  and  what  constitutes  consultation  under 
that  and,  you  know,  you  have  a  lot  of  lawyers  debating  that. 

There  is  one  question,  though,  that  has  been  raised  not  only  to 
me  by  various  members,  some  of  whom  have  been  here  during  the 
hearing  and  some  who  have  not,  and  that  is  that  we  know  and  we 
agree  that  the  financial  services  market  is  opened  and  already  has 
been  opened  to  Mexican  investors  and  businessmen.  On  the  other 
hand,  the  Mexican  market  has  remained  largely  closed.  But  now 
Mexico  comes  forth  and  says,  hey,  look,  we  are  going  to  open  up  for 
the  first  time,  and  both  sides  claim  a  big  boon. 

The  question  is,  is  there  anything  in  this  NAFTA  financial 
agreement  that  needs  to  be  in  NAFTA  that  Mexico  can't  do  on  its 
own  unilaterally?  I  mean,  all  they  are  doing  is  using  NAFTA  as  a 
vehicle,  and  it  is  what  they  could  do  at  any  time,  so  they  say. 

Mr.  Newman.  Clearly,  Mexico  believes  that  it  is  necessary  for  it 
to  have  an  efficient,  modern,  financial  industry  if  it  wishes  to 
become  a  developed,  prosperous  country.  Certainly,  they  could  take 
these  measures  unilaterally.  It  is,  however,  extremely  difficult  to 
open  up  your  system  just  in  a  unilateral  action,  and  it  is  much 
easier  in  the  context  of  a  broad  agreement  such  as  the  NAFTA 
where  you  can  make  an  argument,  a  persuasive  argument,  that 
you  have  a  strong  national  interest  because  you  will  be  getting  ben- 
efits in  other  areas  as  well. 

The  Chairman.  That  is  it.  What  is  the  quid  pro  quo? 

Mr.  Newman.  I  think  an  agreement  that  provides  for  free  trade 
for  Mexico  in  the  United  States  market  and  the  United  States  in 
the  Mexican  market  is  seen  as  providing  benefits  for  everybody 
rather  than  an  agreement  that  simply  provided  for  unilateral  ac- 
tions by  Mexico  in  financial  services  which  would  be  seen  as  one- 
sided. 

The  Chairman.  Well,  actually,  this  is  what  I  have  said  from  the 
beginning,  that  the  general  consensus  is  that  this  is  a  trade  agree- 
ment, pure  and  simple,  when,  actually,  I  consider  the  locomotive 
driving  that  portion  the  financial  and  securities  section  more  than 
anything  else. 

But  here,  again,  suppose  NAFTA  is  not  agreed  to?  What  is  to 
prevent  Mexico  from  doing  and  agreeing  to  the  same  thing  they 
are  doing  under  NAFTA  unilaterally?  Saying,  hey,  we  think  it 
would  be  good  for  us  to  open  up  our  market  and  we  are  going  to  do 
it?  And  then  work  out  some  bilateral  understanding  with  the 
United  States  since  the  United  States  has  already  indicated  its 
willingness  through  NAFTA? 

Mr.  Newman.  The  benefits  that  Mexico  gets  in  the  financial 
services  area — I  can  only  speak  to  that — is  the  guarantee  that  the 
provisions  for  national  treatment,  for  transparency,  and  so  and  so 
forth  will  apply  to  them  when  they  are  in  the  United  States 
market.  And,  in  addition,  if  we  perchance  violate  those,  they  have 
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a  dispute  settlement  arrangement  where  they  will  be  able  to  re- 
dress their  grievances  for  U.S.  violations. 

If  they  did  a  NAFTA— a  Mexican  NAFTA,  if  you  wish— did  the 
Mexican  measures,  they  would  not  have  the  guarantees  in  the 
United  States  market,  and  they  would  not  have  a  dispute  settle- 
ment arrangement. 

The  Chairman.  I  think  we  are  touching  there  on  the  nub  of  the 
matter.  Mr.  Newman,  you  mentioned  that  Mexico  thereby  will 
have  their  institutions  able  to  do  business  in  the  United  States  in  a 
manner,  shape,  and  form  that  they  are  not  now.  Am  I  interpreting 
that  correctly? 

Mr.  Newman.  They  will  have  assurances  that  in  the  future  we 
will  not  take  discriminatory  actions  against  Mexican  firms  as  a 
result  of  the  NAFTA  and  that,  if  we  were  to  do  so,  they  will  have  a 
mechanism  by  which  to  resolve  any  disputes. 

The  Chairman.  But  what  would  be  those  handicaps  or  restric- 
tions that  in  the  future  the  United  States  might  impose? 

Mr.  Newman.  If  we  were  to,  for  example,  expand  powers  of  U.S. 
institutions  could  do — say  we  were  to  eliminate  Glass-Steagall,  per- 
chance, so  that  banks  could  do  investment  banking  activities,  we 
could  say  foreign  firms — Mexican  firms  particularly  in  the  case  of 
NAFTA — would  not  have  those  powers.  We  would  violate  the  prin- 
ciple of  national  treatment. 

Without  a  NAFTA,  Mexico  couldn't  have  a  dispute  settlement 
mechanism.  With  NAFTA,  they  could. 

The  Chairman.  Well,  the  truth  of  the  matter  is  that  the  Fed 
allows  some  of  the  banks  in  the  United  States  to  do  that  kind  of 
business.  And  one  of  them  has  been  in  Mexico  since  1929,  as  they 
reported  to  us.  Since  it  will  be  probably  those  biggies  that  will  be 
doing  most  of  the  business  in  Mexico,  I  would  say  I  can't  see  a 
State-chartered  bank  in  the  States  much  involved.  They  have  that 
power  now  under  the  interpretation  of  which  some  of  us  have 
maintained  has  been  a  rather  far-fetched  and  strained  interpreta- 
tion of  the  Bank  Holding  Company  Act  under  section  20.  Neverthe- 
less, we  could  never  get  the  Congress  to  insist  on  its  own  legisla- 
tion, any  more  than  we  could  on  the  War  Powers  Act. 

I  am  trying  to  point  out  some  of  these  things  that  I  think  will 
pour  forth  in  more  visible  evidence — if  the  treaty  is  agreed  to. 

As  you  know,  until  we  called  hearings  on  this,  I  didn't  see  one 
single  report  mention  financial  activities  as  an  integral  part  of  this 
agreement.  And  even  at  that,  we  were  only  tangentially  bringing 
in  SEC,  the  securities.  That  is  another  chapter  to  itself,  but  that 
belongs  to  another  committee's  jurisdiction,  and  they  can  do  what- 
ever they  see  fit. 

But  I  feel  very  keenly  our  responsibility.  I  have  been  on  this 
committee  for  32  years,  and  I  have  seen  the  same  thing  happen 
over  and  over  and  over.  And  I  didn't  choose  to  accept  election  to 
chairmanship  to  do  the  same  thing.  And  I  swore  that,  as  long  as  I 
had  the  watch,  I  was  going  to  look  out  for  these  issues.  And  I  am 
very  troubled,  and  I  am  very  concerned  because  there  are  many 
corollary  factors  involved  that  are  not  apparent  and  haven't  even 
entered  into  the  corpus  or  tradition  of  historical  in  treaties  having 
to  do  with  Mexico  specifically. 
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But,  sticking  to  the  issue,  I  think  we  all  agree  that  a  condition 
for  a  healthy  and  successful  business  climate  is  a  fair  and  open 
legal  system.  We  had  testimony  before  this  committee  that  Mexico 
does  not  have  such  a  legal  system. 

We  had  a  witness  who  is  an  economic  advisor  to  the  Mexican 
Congress.  Included  in  the  packets  before  the  Members  here  on  the 
desk  is  a  recent  Wall  Street  Journal  article  detailing  the  problems 
an  Arizona  real  estate  developer  encountered  with  the  Mexican 
legal  system.  And,  of  course,  I  could  bring  in  some  horror  stories 
from  Texas. 

The  article  notes  that,  and  I  quote,  despite  the  enthusiasm  over 
trade  with  Mexico,  dozens  of  Americans  are  finding,  as  Mr.  Ar- 
witha  did,  that  when  a  cross-border  deal  sours  they  risk  entering  a 
labyrinth  where  their  investments  can  be  wiped  out  by  bureaucrat- 
ic blockages,  mercurial  magistrates  or  worse.  End  of  quote. 

Now  it  may  seem  that  that  is  peripheral  to  this  issue,  but  I  think 
it  is  central.  For  example,  in  your  testimony  on  page  3,  Mr. 
Newman,  you  say,  aside  from  the  basic  financial  services  rules,  the 
NAFTA  also  contains  a  number  of  very  important  investment  pro- 
tections for  U.S.  financial  firms.  For  example,  NAFTA  investments 
in  financial  institutions  cannot  be  subject  to  unreasonable  expro- 
priation by  another  NAFTA  country. 

Now,  what  is  the  definition  of  unreasonable  expropriation?  Par- 
ticularly, with  Mexico's  clause  in  its  Constitution  which,  incidental- 
ly, the  very  strong  political  opposition  has  been  critical  of  not  only 
this  but  other  arrangements  that  the  Mexican  Government  has 
made  in  issuing  bonds  and  incurring  the  public  debt  that  they  have 
as  being  contrary  to  their  basic  constitutional  proviso.  Should  that 
element  come  into  control  in  Mexico  you  are  going  to  have  every- 
thing challenged  in  that  country  that  we  are  kind  of  taking  for 
granted. 

So  I  don't  know  if  in  this  agreement  there  is  some  reference  to  a 
definition  of  what  would  constitute  an  unreasonable  expropriation. 
I  wonder  if  you  could  enlarge  a  little  bit  on  the  protection  you  re- 
ferred to  here  as  being  a  protection  from  unreasonable  expropria- 
tions? 

Mr.  Newman.  If  I  would  make  two  points.  First,  Mr.  Chairman, 
the  provision  you  refer  to  was  negotiated  in  the  investment  chapter 
and  incorporated  in  toto  in  the  financial  services  chapter  to  deal 
with  problems  of  expropriation. 

The  Chairman.  Excuse  me  for  interrupting.  I  wonder  if  you 
could  for  the  record  give  us  that  exact  section  or  proviso. 

Mr.  Newman.  I  would  be  glad  to. 

The  Chairman.  If  you  please. 

Mr.  Newman.  Yes.  As  I  understand  it — and,  again,  I  am  not  a 
lawyer,  I  am  an  economist,  there  is  an  international  definition  or 
standard  of  unreasonable  expropriation  that  has  been  used  for 
many  years  to  deal  with  cases  like  this. 

The  important  part  of  NAFTA  is  that  it  provides  a  process  by 
which  investors  will  have  the  protections — if  they  find  themselves 
being  expropriated  unreasonably — the  expropriating  party  will  be 
required  to  make  compensation  in  the  form  of  monetary  compensa- 
tion. The  individual  will  be  able  to  bring  a  case  by  itself  and  not 
have  to  wait  for  the  government. 
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We  will  have  arbitral  panels  that  will  be  able  to  deal  with  the 
issues  and  use  the  international  law  standards  that  have  been  de- 
veloped. In  certain  cases,  if  the  expropriation  is  due  to  prudential 
considerations,  then  it  will  immediately  be  dealt  with  in  a  State-to- 
State  panel  where  the  U.S.  Government  will  also  get  directly  in- 
volved as  well  in  making  the  judgment. 

I  might  make  one  other  point.  You  said  that  future  Mexican  gov- 
ernments may  change,  and  they  may  not  have  the  same  attitudes 
as  the  current  government.  The  benefit  of  NAFTA  is  that  it  will 
lock  into  an  international  legally  binding  and  enforceable  agree- 
ment the  kinds  of  changes  that  the  present  government  is  seeking 
and  that  we  are  strongly  encouraging  so  that  it  will  be  very  much 
more  difficult  for  future  governments  to  pull  back  from  what  is 
now  being  developed  in  the  context  of  the  NAFTA. 

Mr.  Shapiro.  Mr.  Chairman. 

The  Chairman.  Yes,  sir. 

Mr.  Shapiro.  Could  I  add  a  word  to  Mr.  Newman's? 

The  Chairman.  Absolutely. 

Mr.  Shapiro.  I  read  the  article  that  you  referred  to  as  well,  and 
that  article  was  a  very  disheartening  article,  although  it  does  indi- 
cate a  number  of  steps  that  President  Salinas  has  taken  in  the  past 
few  years  to  improve  the  situation. 

Beyond  that,  though,  we  haven't  put  our  faith  in  the  Mexican 
court  system.  There  are  a  number  of  provisions  in  NAFTA  by 
which  arbitral  panels  that  are  not  the  court  system  adjudicate  dis- 
putes. Moreover,  there  are  significant  areas  in  NAFTA  where  we 
have  used  the  opportunity  of  the  negotiation  to  try  to  bring  about 
positive  changes  in  the  Mexican  administrative  and  judicial  proc- 
esses. We  did  that  in  the  intellectual  property  chapter.  They  are 
committed  to  a  number  of  changes  in  their  law  which  would 
reform  and  modernize  it. 

The  same  thing  is  true  in  the  supplemental  agreements.  There 
are  commitments  to  the  areas  that  Mr.  Kantor  likes  to  call  access 
to  justice,  so  that  you  not  only  would — they  are  committing  to  im- 
prove their  administrative  and  judicial  remedies,  but  they  are  also 
committing  to  create  private  rights  of  actions  so  that  people  can 
vindicate  their  rights. 

We  are  not  taking  on  faith  the  fact  that  their  system  will  mod- 
ernize and  become  as  good  as  ours  that  quickly.  But  we  are  putting 
in  motion  a  process  of  improvement  and  having  bagkup  processes 
through  the  arbitral  panels  by  which  you  could  take  action  if  your 
rights  were  aggrieved. 

And  the  overall  question,  and  in  all  these  areas  where  Mexico 
doesn't  measure  up  to  some  of  our  standards,  is  whether  we  gain 
more  through  NAFTA  and  a  continuing  cooperative  relationship  or 
by  walking  away  from  NAFTA.  And  in  all  of  those  areas,  you 
know,  the  administration  position  is  that  we  come  out  ahead 
through  NAFTA,  rather  than  walking  away  from  it. 

The  Chairman.  As  a  matter  of  fact,  Mexico,  you  know,  has 
prided  itself  in  never  being  under  obligation  on  a  bilateral  aid  basis 
with  the  United  States.  This  is  why  the  only  aid  that  they  ever 
would  accept  was  through  the  multinational — either  the  Inter- 
American  Development  Bank  or  the  World  Bank,  which  it  has  used 
considerably.  But  it  would  not  because  it  has  always  been  very 
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careful  of  American  domination,  and  it  wanted  to  preserve  its  sov- 
ereignty and  independence. 

In  1974,  at  that  time  and  for  10  years,  I  happened  to  serve  as 
chairman  of  the  then  Subcommittee  on  International  Finance,  as 
they  called  it.  And  in  1974  I  took  to  the  floor  and  offered  an 
amendment  that  provided  the  only  mechanism  because  it  was  ac- 
cepted— and  it  was  voted  favorably,  and  also  it  survived  in  the 
Senate.  But  the  only  thing  the  United  States  had  to  protect  itself 
from  unwarranted  or  what  was  known  then  as  political  expropria- 
tions and  where  no  good  will  toward  compensation  was  initiated, 
was  a  Hoopen — Senator  Hoopenhofler,  but  it  was  so  draconian  that 
it  never  did  work.  It  just  automatically  mandated  the  United 
States  from  participating  in  any  loan  agreement  or  grant  or  what- 
ever. 

My  amendment  set  up  the  process,  and  it  is  the  only  one  in  exist- 
ence that  allowed  the  United  States,  on  behalf  of  an  injured  Ameri- 
can citizen  or  concern  grieved  legitimately,  through  political  expro- 
priation and  no  good  faith  attempt,  to  try  to  bring  about  some  jus- 
tice. 

And  it  set  up  three  stages.  In  other  words,  the  smallest  nation  in 
the  world  would  have  equal  footing  with  the  United  States  in  the 
process  before  the  World  Court  or  the  International  Tribunal  for 
Justice. 

Some  of  the  countries  protested.  In  fact,  I  was  burned  in  effigy  in 
one  of  the  South  American  countries. 

But  the  only  time  it  was  even  mentioned  as  possibly  being  exer- 
cised was  in  the  case  of  a  group  of  businessmen,  investors  in  Min- 
nesota who  had  constructed  in  Chile  a  fish  meal  processing  plant, 
and  it  was  expropriated,  and  no  attempts  were  made  to  negotiate 
compensation.  And  these  were  modest  financed  investors.  That  is, 
they  had  all  pooled  their  resources,  about  $25,000  each. 

Well,  what  brought  them  to  the  table  was  the  so-called  Gonzalez 
amendment.  It  was  written  up  in  the  European  financial  journals 
quite  favorably  because  it  provided  a  sensible  and  logical  method  of 
proceeding  where  even  the  smallest  nation  could  be  on  a  par  with 
the  United  States.  But  just  the  fact  that  our  representative  in  two 
of  the  multinational  institutions  brought  the  issue  up  led  to  the 
government,  such  as  it  was,  sitting  down  and  reconciling  the  differ- 
ences and  having  some  favorable  payment. 

So  I  know  whatever  definition  is  out  there  as  to  what  is  unrea- 
sonable is  very  vague,  and  it  probably  is  set  by  this  international 
tribunal.  The  only  other  thing  that  I  know  has  a  definition  is  in 
that  amendment  in  1974  upon  the  House  floor. 

And,  with  that,  thank  you  very  much  for  your  patience. 

Mr.  McCandless. 

Mr.  McCandless.  Thank  you,  Mr.  Chairman.  I  have  been  here 
for  quite  a  while. 

I  remember  you  saying  something  about  you  got  to  show  me. 
That,  to  my  memory,  deals  with  Missouri  and  not  Texas. 

The  Chairman.  I  said  even  though  I  wasn't  from  Missouri,  I  still 
believe  in  the  "yo^  show  me."  And  I  will  remind  my  fellow  Calif or- 
nian  that  his  roots  are  in  Texas  not  California,  isn't  that  right? 

Mr.  McCandless.  My  grandfather  got  out  of  there  just  as  soon  as 
he  had  enough  money  and  went  to  the  promised  land. 
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Mr.  Shapiro,  in  the  process  of  our  testimonies,  we  had  an  evalua- 
tion of  future  things  after  NAFTA  as  it  relates  to  Mexican  curren- 
cy. And  the  proposal  put  before  us  was  that  once  NAFTA  is  signed, 
sealed,  and  delivered  that  Mexico  will  reevaluate  or  devaluate,  I 
should  say,  its  currency  which  will  thus  lower  wages  and  also  lower 
the  demand  for  U.S.  products.  Which  I  might  add,  as  of  1992,  Mr. 
Chairman,  England  purchased  $21  billion,  Germany  purchased  $20 
billion,  Mexico  purchased  $40  billion.  So  they  are  a  good  trading 
partner. 

Is  there  a  problem  here  with  respect  to  that  in  your  mind?  And 
why  isn't  there  some  type  of  a  currency  stabilization  mechanism  in 
NAFTA?  Or  Mr.  Newman  also. 

Mr.  Shapiro.  Thank  you  for  saying  that,  Mr.  McCandless.  I  was 
going  to  reverse  roles  with  Mr.  Newman  and  say  I  am  not  the  econ- 
omist. I  am  the  lawyer. 

Let  me  say  before  turning  to  the  expert,  I  have  heard  that  con- 
cern expressed.  My  general  reaction  to  it  is  that  the  most  likely 
scenario  by  which  the  peso  would  get  significantly  weaker  would  be 
through  the  rejection  of  NAFTA.  And  that  the  strength  of  the  peso 
is  likely  to  reflect  NAFTA  implementation  and  success. 

But  I  will  turn  it  over  now,  having  said  that  much,  to  the  expert. 

Mr.  Newman.  Thank  you. 

Exchange  rate  changes  arfe  driven  primarily  by  macroeconomic 
policies,  monetary  and  fiscal  policies  which  are  not  traditionally 
the  stuff  of  trade  agreements  that  focus  on  market  access  issues. 
The  NAFTA,  therefore,  does  not  provide  for  specific  exchange  rate 
arrangements  nor,  as  far  as  I  am  aware,  does  any  other  interna- 
tional trade  agreement  so  provide. 

Our  experience  with  Mexico  has  been  not  that  it  depreciates  its 
currency  too  fast  but  rather  that  it  may  sometimes  delay  in  taking 
necessary  adjustments  to  take  account  of  developments  in  its  own 
economy. 

A  major  change  under  the  current  government  is  the  implemen- 
tation of  sound  economic  policies  designed  to  avoid  depreciation  of 
the  currency  by  both  reducing  inflation  and  reducing  their  budget 
deficit.  In  a  few  years  they  went  from  a  large  budget  deficit  to  a 
budget  surplus  by  opening  up  its  economy  to  trade  and  to  capital 
flows,  all  of  which  are  designed  to  strengthen  the  peso,  not  weaken 
the  peso. 

So  I  find  it  hard  to  believe,  having  gone  through  all  the  pain  of 
getting  the  economics  right,  they  would  throw  the  baby  out  with 
the  bathwater  after  NAFTA  and  then  mess  up  the  economy  so  the 
peso  would  depreciate. 

And  then  I  would  echo  Mr.  Shapiro's  point  that  the  concerns  you 
see — the  prospect  of  NAFTA  has  led  to  substantial  capital  flows 
into  Mexico  which  are  a  substantial  reversal  of  what  was  happen- 
ing just  in  the  1980's  when  capital  was  leaving  Mexico  because  of 
concerns  about  the  economy.  We  are  now  seeing  the  reverse.  The 
implementation  of  NAFTA  will,  I  think,  confirm  the  views  of  for- 
eign investors  that  Mexico  has  made  a  change  and  that  the  con- 
cerns about  excessive  depreciation  of  the  currency  are  now  being 
reduced  substantially  so  that  investment  in  Mexico  is  once  again 
an  attractive  opportunity  to  get — to  make  your  profits  and  get  your 
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money  out — rather  than  have  it  all  dissipated  through  currency  de- 
preciation. 

I  would  agree  with  Mr.  Shapiro  that  NAFTA  reduces  the  risk  of 
excessive  depreciation,  not  enhances  it. 

Mr.  McCandless.  The  perception  that  has  been  a  part  of  pur  dis- 
cussion here  over  the  last  couple  of  weeks,  both  here  and  else- 
where, is  that  a  financial  subsidiary  of  a  United  States  financial 
institution  going  to  Mexico,  even  though  it  must  operate  under  the 
general  accepted  accounting  principles,  under  American  law  as  it 
relates  to  regulators  in  and  the  various  things  which  are  standard 
and  accepted  to  the  large  degree  in  the  United  States,  that  there  is 
still,  quote,  a  foreign  legal  system  that  has  an  overriding  jurisdic- 
tion with  respect  to  the  day-to-day  activities  and  the  relationships 
of  that  bank  with  its  customers. 

Now,  it  is  my  understanding  that  the  Napoleonic  laws  that  are  a 
part  of  Latin  America  have  been  changed  over  the  years  to  the 
degree  that  the  laws  under  which  this  bank  would  operate  in 
Mexico  are,  for  all  intents  and  purposes,  a  duplicate  or  very  similar 
to  the  laws  that  we  have  so  there  would  be  no  conflict  in  the  legal 
approach  to  a  given  question  other  than  the  judicial  interpretation 
if  it  got  that  far,  which  seems  to  have  some  variation  in  law. 

Are  we  talking  correctly  here  with  respect  to  what  the  basic  laws 
are  that  our  institutions  are  going  to  have  to  follow  in  Mexico? 

Mr.  Newman.  I  can't  speak  to  the  entire  legal  framework  of 
Mexico.  What  I  would  say  in  regard  to  banking,  for  example,  is 
that  Mexico  follows  the  same  capital  adequacy  requirement  stand- 
ards as  has  been  set  up  by  the  major  industrial  countries  under  the 
Basle  Accords. 

But,  more  importantly,  as  was  indicated  in  the  previous  panel, 
the  United  States  regulatory  authorities  would  continue  to  have 
oversight  over  the  foreign  subsidiaries  of  American  institutions 
that  are  in  Mexico  and  that  they  will  continue  to  apply  their  rules 
and  regulations  just  as  they  do  now. 

If  Mexico  follows  a  standard  that  allows  their  institutions  to  get 
in  trouble  in  Mexico,  I  am  not  sure  that  that  is  of  concern  to  us  as 
long  as  our  institutions  live  up  to  the  standards  that  we  expect  of 
them  so  that  they  don't  get  in  trouble  and  have  an  adverse  impact 
back  in  the  United  States. 

Mr.  McCandless.  Let  me  be  hypothetical  here  for  purposes  of 
our  discussion.  In  lending  institutions,  financial  institutions,  and  so 
forth  in  the  United  States,  an  accounts  receivable  is  delinquent  at 
the  end  of  30  days  and  60  days  and  90  days.  And  we  put  a  pretty 
standard  practice  on  this  with  respect  to  accounts  receivable,  with 
respect  to  loans,  with  respect  to  first  trust  deeds  and  so  on  and  so 
forth.  A  financial  institution  functioning  in  Mexico,  would  it  have 
the  same  standards  available  to  it  that  it  has  in  the  United  States? 
Or  is  there  something  there  in  Mexican  law  which  would  not 
permit  the  bank  to  schedule  what  it  would  normally  schedule  in 
the  way  of  delinquent  accounts  in  the  United  States  and  compare 
that  to  Mexico? 

Mr.  Newman.  As  I  understand  it,  Mexican  law  is  not  fundamen- 
tally dissimilar  from  our  own.  But,  more  importantly,  banks  can,  of 
course,  have  higher  standards  for  internal  operations  than  the  law 
requires.  And  all  of  our  major  banks,  which  are  the  ones  most 
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likely  to  enter  Mexico,  go  even  beyond  Mexican  law  and  our  own 

laws. 

Mr.  McCandless.  No  Mexican  standard  that  we  would  have  to 
live  up  to  relative  to  the  negotiating  and  consummation  process  as 
it  relates  to  a  loan  or  customer  that  we  are  not  all  familiar  with 
here. 

Mr.  Newman.  Not  that  I  am  aware  of,  sir. 

Mr.  McCandless.  My  last  question,  Mr.  Chairman,  and  you  have 
been  very  patient. 

I  am  quite  taken  aback  by  the  fact  that  one  of  the  things  that  is 
talked  about  is  the  United  States  payment  to  clean  up  the  Mexican 
environment  as  a  part  of  a  trade  agreement,  having  had  some  per- 
sonal experience  with  the  Mexicali  problem  as  it  related  to  the  Im- 
perial Valley  and  the  New  River  and  the  Salton  Sea  and  the  fact 
that  it  has  been  going  on  for  quite  some  time  and  if  the  NAFTA 
never  comes  it  will  continue  to  go  on. 

But  one  could  perceive  that  with  NAFTA  there  would  be  an  im- 
provement because  there  would  be  an  influence  exerted  that  is  not 
currently  available  by  the  Border  Commission  and  other  activities. 
Why  has  this  become  such  an  issue  in  the  process  of  selling  this 
agreement? 

Mr.  Shapiro.  Mr.  McCandless,  since  1990,  I  think,  when  the 
tuna-dolphin  decision  was  decided,  the  impact  of  environmental 
issues  on  trade  agreements  changed  dramatically.  And,  in  a  sense, 
NAFTA  is  the  first  example  of  that. 

Because  there  were  so  many  environmental  problems  associated 
at  the  border,  I  think  it  is  understandable  that  there  would  be  a 
great  deal  of  concern  about  the  environmental  issues  that  are  im- 
plicated in  the  trade  agreement.  There  are  also  some  who  argue,  of 
course,  that  lax  environmental  standards  in  Mexico  give  the  oppor- 
tunity to  United  States  firms  to  go  to  Mexico  and  to  do  business 
cheaper  there.  So  I  believe  it  is  a  legitimate  area  of  inquiry. 

What  we  have  tried  to  do  this  year  in  the  supplemental  agree- 
ment— but  even  starting  in  1991  with  the  Bush  administration  re- 
sponding to  congressional  concerns — has  been  a  constant  racheting 
up  of  attention  to  the  environmental  issues  in  this  agreement.  So 
we  have  provisions  of  the  NAFTA  such  as  section  1114,  which  says 
that  you  cannot  compete  for  new  investment,  or  try  to  maintain  in- 
vestment by  lowering  environmental  standards. 

You  go  from  there  to  the  supplemental  agreements,  which  are 
unprecedented  in  terms  of  both  their  commitment  to  environmen- 
tal cooperation  and  their  commitment  to  allowing  us  to  step  in 
through  the  Commission  if  Mexico  is  failing  in  a  persistent  pattern 
to  enforce  its  laws.  We  have  used  the  opportunity  to  take  new  steps 
on  the  border  to  create  a  border  enforcement  authority,  funded  in 
large  part  either  by  the  World  Bank  or  by  the  leveraging  of  limited 
contributions  from  the  United  States  and  Mexico. 

So,  in  a  sense,  where  NAFTA  holds  up  a  mirror  and  we  see 
something  we  don't  like  and,  even  though  it  is  not  created  by 
NAFTA,  we  have  attempted  to  take  NAFTA  as  an  opportunity  to 
improve  the  situation.  And  I  think  we  have. 

Now,  in  the  early  period  you  and  I  were  discussing,  the  oppo- 
nents of  NAFTA — and  that  included  some  environmental  groups — 
were  very  vocal  in  their  opposition.  And  yet  six  major  environmen- 
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tal  groups  within  the  last  few  weeks,  ranging  from  the  Audubon 
Society  to  the  Environmental  Defense  Fund  to  the  Natural  Re- 
sources Defense  Council,  have  all  endorsed  NAFTA  as  a  positive 
step  for  the  environment  and  indeed  a  historic  step  for  the  north 
American  environment. 

As  one  of  the  environmental  leaders  said,  the  environmental 
movement  is  split,  but  it  is  not  split  down  the  middle.  About  80 
percent  of  the  people  who  classify  themselves  as  environmentalists 
belong  to  organizations  that  are  supportive  of  NAFTA.  But  I  think 
we  bear  some  responsibility  in  the  administration  for  not  making 
the  case  clear  enough  or  early  enough  as  to  how  positive  this  agree- 
ment is,  so  there  is  a  lot  of  misinformation  that  is  out  there  on  this 
subject. 

Mr.  McCandless.  If  I  may,  Mr.  Chairman,  one  more  quick  ques- 
tion? 

The  Chairman.  Yes. 

Mr.  McCandless.  We  talk  about  at  this  meeting  and  other  meet- 
ings about  the  grievance  panels — that  is  what  I  will  call  them  for 
purposes  of  our  discussion — and  their  authority  or  lack  of  authority 
to  bind  the  signatories  to  the  agreement. 

One  version  being  presented  by  those  who  oppose  the  agreement 
is  that  this  has  a  constitutional  impact  upon  the  United  States  and 
that  these  grievance  panels'  agreements,  given  the  fact  that  United 
States  is  involved  in  the  negative  sense,  then  places  the  United 
States  in  a  position  of  having  to  do  something  which  it  would  not 
have  to  do  constitutionally  but  we  have  given  over  to  this  griev- 
ance panel  certain  rights  under  the  Constitution.  What  kind  of  re- 
action do  you  have  to  that? 

Mr.  Shapiro.  Mr.  McCandless,  I  am  familiar  with  that  criticism. 
I  don't  think  there  is  any  basis  for  it.  Basically,  we  are  not  bound 
in  this  to  follow  a  panel  decision  if  we  believe  that  we  should  not 
follow  it.  The  panel  decisions  do  not  change  U.S.  law.  If  we  get  an 
adverse  decision,  it  might  call  into  question  whether  a  U.S.  law  is 
consistent  with  NAFTA,  but  it  would  be  up  to  Congress  to  make 
the  decision  to  change  that  law. 

The  same  example  holds  in  the  international  arena  with  the 
GATT  where  there  has  been  a  good  deal  of  concern  about  the  so- 
called  tuna-dolphin  case.  The  GATT  panel  found  that  our  Marine 
Mammal  Protection  Act  could  not  be  squared  with  article  20  of  the 
GATT,  but  the  Marine  Mammal  Protection  Act  remains  U.S.  law. 
It  wasn't  changed  by  the  panel.  It  can't  be  changed  by  the  panel. 

We  may,  at  some  point,  have  to  pay  compensation  if  we  keep  a 
statute  that  is  found  that  way,  but  there  is  no  intrusion  on  sover- 
eignty that  some  critics  have  suggested. 

Mr.  McCandless.  If  compensation  becomes  the  question  and  the 
United  States  is  the  party  involved,  how  would  that  compensa- 
tion— where  would  it  come  from? 

Mr.  Shapiro.  Well,  the  United  States — in  the  cases  I  am  talking 
about,  the  other  country  involved  would  be  able  to  withdraw  a  con- 
cession or  trade  benefit  it  has  given  to  us. 

Mr.  McCandless.  So  that  if  the  United  States  were  found  guilty 
of  something  by  the  panel,  it  would  not  be  an  obligation  that  the 
Federal  Government  would  have  to  appropriate  the  money  for? 
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Mr.  Shapiro.  No,  that  is  correct.  I  am — in  the  most  normal  sense 
we  might  go  back  to  a  different  tariff  arrangement — pre-NAFTA 
arrangement. 

Mr.  McCandless.  And  that  would  raise  the  money  to  pay  to  the 
party  who  had  been  grieved. 

Mr.  Shapiro.  Well,  it  is,  basically,  a  trade  concession  that  offsets 
the  grievance,  yes. 

Mr.  McCandless.  Which  then  satisfies  the  grieved  party  who 
came  to  the  panel? 

Mr.  Shapiro.  Yes. 

Mr.  McCandless.  Thank  you. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Well,  thank  you  very  much,  Mr.  McCandless. 

I  had  one  thing — one  question  that  has  been  bothering  me,  and  it 
may  have  some  bearing  on  this.  I  don't  know.  I  haven't  found  the 
connection. 

But  I  was  going  to  impose  on  you,  Mr.  Secretary,  the  Brady 
bonds.  See,  my  contention  is  that,  in  reality,  we  have  helped  bail 
out  the  banks  that  got  this  tremendous  overexposure  not  only  in 
Mexico  but  some  of  the  other  Latin  American  countries  through 
their  sovereign  debt. 

Now,  we  had  one  hearing  in  1990  with  Mr.  Mulford — maybe  he 
was  your  predecessor  in  this  position? 

Mr.  Newman.  David  Mulford  was  the  Under  Secretary. 

The  Chairman.  He  was  the  Under  Secretary. 

And,  apparently,  the  United  States  Treasury  guarantees — or  has 
extended  guarantees,  if  I  understand  correctly — the  Mexican  Gov- 
ernment's issuance  of  bonds  under  the  Brady  plan.  Given  that, 
Mexico  has  been  able,  for  instance,  to  sell — the  Japanese  have  pur- 
chased better  than  $8  billion  worth  of  those  bonds.  But  the  reason 
was  that — implicit  behind  that — is  the  U.S.  Treasury's  guarantee. 
My  question  is,  what  is  the  exposure  of  the  U.S.  Treasury?  Do  you 
have  any  idea  to  what  extent  we  have  guaranteed? 

Mr.  Newman.  As  I  understand  it,  sir — and  I  was  not  involved  in 
that  operation — ^but  as  I  understand  it  we  did  not  provide  any  guar- 
antees. What  we  did  was  issue  zero  coupon  Treasury  securities 
which  Mexico  bought  and  put  up  as  security  against  their  bonds  so 
that  the  bondholders  would  be  assured  that  those  bonds  would  be 
repaid  at  maturity  from  the  proceeds  of  the  maturing  United 
States  Government  securities. 

The  United  States  did  not  issue  any  guarantees  of  its  own.  It 
simply  sold  to  Mexico  a  zero  coupon  United  States  Government 
bond  which  we  had  to  sell  to  somebody. 

The  Chairman.  At  the  time  we  had  the  hearing  with  Mr.  Mul- 
ford— as  I  said  earlier,  I  am  sure  it  was  1990 — the  reason  was  that 
we  questioned  the  constitutionality  of  that  mechanism  because,  in 
effect,  it  meant  about  $200  million  of  aid  to  Mexico  in  the  issuance 
of  the  zero  coupon  bonds. 

Mr.  Newman.  I  believe  that  the  issue  that  was  surfaced  at  the 
time  was  whether  or  not  the  discount  that  was  used  to  achieve  the 
value  of  the  zero  was  a  true  market  rate  of  interest. 

The  Chairman.  Well,  it  was  generally  accepted  that  it  insured 
better  than  $200  million  to  the  benefit  of  Mexico  and  the  cost  to 
the  Treasury,  no  matter  how  it  was  figured  out.  The  question  we 
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had  was,  what  about  the  constitutionality  of  that?  Should  not  that 
have  been  going  through  the  appropriation  process?  That  was  the 
central  issue.  But,  in  the  meanwhile,  the  notion  is  certainly  out 
there  that  this  is  an  implied  if  not  an  implicit  guarantee  there 
somewhere  from  the  Treasury.  So  if  your  understanding  is  differ- 
ent, then  I  accept  it. 

Mr.  Newman.  My  understanding  is  that,  when  the  zero  coupon 
bonds  mature,  the  U.S.  Government  will  pay  them  off  as  it  does 
with  any  debt  that  it  has  issued,  that  Mexico  is  the  bondholder. 
The  proceeds  from  the  maturing  security  will  be  used  if  necessary 
to  pay  holders  of  Mexican  debt. 

The  Chairman.  That  is  true.  Well  that,  in  effect,  is  aid,  any  way 
you  want  to  look  at  it,  because  the  United  States  Treasury,  in 
having  that  kind  of  understanding,  whether  you  call  it  a  guarantee 
or  not,  is  forgiving  interest.  But  it  has  to  pay  interest,  so  we  calcu- 
late it  in  1990  and  that  it  amounted  to  better  than  $240  million.  So 
I  just  wondered  if  there  was  anything  in  that  area  that  NAFTA  im- 
pacts on,  that  you  know  to  your  knowledge. 

Mr.  Newman.  No,  sir. 

The  Chairman.  OK. 

Well,  Mr.  McCandless,  do  you  have  any  additional  statement  or 
questions? 

Mr.  McCandless.  No,  Mr.  Chairman.  I  think  we  have  wrung  just 
about  as  much  as  we  can  out  of  these  gentlemen. 

The  Chairman.  Well,  I  think  we  victimized  these  two  witnesses, 
gone  right  through  the  lunch  period  and  want  to  express  our  grati- 
tude again.  Thank  you  very  much. 

Mr.  Shapiro.  Thank  you,  Mr.  Chairman. 

Mr.  Newman.  Thank  you. 

The  Chairman.  Incidentally,  I  have  asked,  but  I  will  repeat — re- 
quest unanimous  consent  that  all  members,  including  myself,  have 
the  opportunity  to  submit  questions  in  writing  to  the  witnesses; 
that  is,  in  a  prompt  fashion  by  the  time  you  get  the  transcript  of 
the  hearing.  Some  members  have  indicated  that  they  will  submit 
questions  in  writing.  And  also  to  submit  two  of  the  articles  alluded 
to  in  earlier  discussions. 

[The  information  referred  to  can  be  found  in  the  appendix.] 

The  Chairman.  And,  with  that,  the  committee  stands  adjourned 
until  further  call  of  the  Chair. 

[Whereupon,  at  2:08  p.m.,  the  hearing  was  adjourned,  subject  to 
the  call  of  the  Chair.] 
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STATEMENT  OF  CHAIRMAN  HENRY  B.  GONZALEZ 

HEARING  ON  NAFTA  AND  FINANCIAL  SERVICES 

September  28,  1993 

Today  the  Committee  continues  its  examination  of  the  financial 
services  provisions  of  the  North  American  Free  Trade  Agreement. 
At  the  Committee's  previous  hearing  on  this  subject,  we  heard 
testimony  from  several  witnesses  about  the  possible  risks 
associated  with  doing  business  in  Mexico. 

The  risks  identified  for  banks  include:  a  greater  potential 
credit  exposure  due  to  broader  bank  powers;  and  an  aggressive  and 
volatile  lending  environment  resulting  in  rising  levels  of  troubled 
assets.  The  Mexican  lending  environment  is  similar  to  the  lending 
environment  in  this  country  during  the  1980 's,  which  caused 
problems  for  many  U.S.  banks. 

In  addition,  the  witnesses  identified  several  broader  concerns 
which  would  apply  to  all  financial  service  providers. 
Specifically,  the  volatility  of  the  Mexican  economy  and  its 
political  system,  and  the  corruption  which  permeates  Mexico's 
political  and  regulatory  institutions.  In  fact,  the  Committee 
heard  testimony  from  a  Mexican  national  with  first-hand  knowledge 
of  these  conditions  in  his  country. 

I  would  also  refer  everyone  to  the  article  on  Mexico's 
judicial  system  which  appeared  on  the  front  page  of  yesterday's 
Wall  Street  Journal.  The  article  contains  a  few  examples  of  the 
Kafka-like  horror  stories  which  foreign  investors  and 
businesspeople  face  when  they  unexpectedly  get  pulled  into  the 
Mexican  justice  system  over  minor  business  disputes. 

Having  heard  of  these  risks  and  problems,  we  must  now  turn  our 
attention  to  the  U.S.  regulatory  system.  We  must  determine  if  our 
regulators  also  share  these  concerns,  and  what  steps  they  plan  to 
take  to  deal  the  special  risks  posed  by  doing  business  in  Mexico. 
Regardless  of  whether  any  of  us  supports  or  opposes  NAFTA,  we  must 
deal  with  these  issues  so  that  if  NAFTA  is  approved,  the  safety  and 
soundness  of  our  financial  services  industry  is  preserved. 

Our  first  panel  of  distinguished  witnesses  will  share  with  us 
their  regulatory  outlook  on  how  they  plan  to  address  these  issues. 
Governor  LaWare  will  testify  on  behalf  of  the  Federal  Reserve,  as 
the  regulator  of  the  international  operations  of  banks. 
Commissioner  Schapiro  will  testify  on  behalf  of  the  Securities  and 
Exchange  Commission,  as  the  regulator  of  securities  firms,  and 
Boardmember  Evans  will  provide  her  opinions  as  a  regulator  of 
insurance.  She  also  serves  as  the  Chairperson  of  the  NAFTA  Working 
Group  of  the  National  Association  of  Insurance  Commissioners. 

In  addition,  today  the  Committee  will  examine  the  process  by 
which  NAFTA  was  negotiated.  I  am  reminded  of  an  old  axiom  which 
provided  that  "to  understand  the  process,  is  to  understand  the 
product."   This  is  why  we  have  invited  representatives  of  the 
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agencies  most  responsible  for  negotiating  NAFTA  and  chapter  14  in 
particular.  Our  second  panel  on  the  negotiating  process  includes 
Mr.  Ira  Schapiro,  General  Counsel  of  the  Office  of  the  United 
States  Trade  Representative,  and  Mr.  Barry  Newman,  Deputy  Assistant 
Secretary  for  International  Monetary  Affairs,  Department  of  the 
Treasury. 

We  look  forward  to  the  testimony  of  all  our  witnesses. 
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PREPARED  STATEMENT  OF  REPRESENTATIVE  CALVIN  M.  DOOLEY 

Committee  on  Banking,  Finance  and  Urban  Affairs 

Hearing  on  the  North  American  Free  Trade  Agreement 

Tuesday,  September  28,  1993 

Mr.  Chairman,  I'd  like  to  thank  you  for  convening  this 
series  of  hearings  on  the  North  American  Free  Trade  Agreement. 

Americans  have  nothing  to  fear  from  the  North  American  Free 
Trade  Agreement,  despite  the  scare  tactics  and  misinformation 
that's  being  disseminated  by  its  critics. 

NAFTA  is  our  country's  best  chance  to  reach  millions  of  new 
customers  for  our  products  and  to  create  high- wage  jobs  for 
American  workers.   The  Mexican  economy  is  growing  and  will 
continue  to  grow  with  or  without  NAFTA.   What  NAFTA  does  is 
determine  a  coherent  U.S.  policy  toward  Mexico's  expanding 
markets.   Without  NAFTA,  the  vacuxim  of  goods  and  services  needed 
in  Mexico's  expanding  economy  will  be  filled  by  the  Japanese  and 
the  European  Community,  not  American  products  and  services. 

Isolating  ourselves  from  teeming  foreign  markets  would  be  a 
disaster  for  our  country's  economic  future.   I  support  the  NAFTA 
because  it  provides  the  United  States  a  great  opportunity  to 
expand  its  export  market  in  Mexico.   The  NAFTA  provides  for  the 
immediate  elimination  or  reduction  of  most  tariffs  on  imported 
goods.   For  those  items  with  tariff  reduction  phased- in  the 
tariffs  will  be  eliminated  within  10  years.   This  drop  in  tariffs 
will  give  the  U.S.  immediate  access  to  a  market  of  85  million 
consumers  in  Mexico. 

Trade  with  Mexico  is  already  occurring  without  the  NAFTA. 
In  fact,  U.S.  exports  to  Mexico  are  valued  at  more  than  $33 
billion.   The  NAFTA  will  lead  to  even  more  exports  to  Mexico, 
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especially  in  the  agriculture  sector  and  the  financial  services 
industry,  where  comparatively,  the  U.S.  is  far  superior  and  we 
have  the  greatest  competitive  advantages. 

I  do  understand  the  concern  that  some  have  about  labor  and 
environmental  standards.   That  is  why  I  supported  President 
Clinton's  effort  to  negotiate  side -agreements  with  Mexico  and 
Canada  to  address  these  important  issues.   These  side  agreements, 
which  were  recently  signed  by  President  Clinton,  provide  the 
necessary  framework  to  ensure  the  highest  labor  and  environmental 
standards  provided  for  in  any  trade  agreement.   I  am  pleased  that 
most  of  the  major  environmental  groups  have  endorsed  the 
environmental  side  -  agreement .   Unfortunately,  organized  labor  has 
not  embraced  the  labor  s ide- agreement . 

The  future  of  American  business  and  American  agriculture 
lies  in  our  ability  to  break  into  new  markets  and  maintain  and 
expand  our  current  export  markets.   The  population  of  the  United 
States  will  increase  by  30  million  over  the  next  20  years,  and 
the  world  population  will  increase  by  2  billion  over  that  same 
period.   We  must  gain  access  to  this  huge  world  market.   Without 
some  sort  of  international  agreement  it  seems  likely  that  our 
trade  situation  will,  at  best,  remain  the  same.   Given  our 
economic  situation,  the  status  quo  is  unacceptable. 

I  am  alarmed  by  increased  pressure  to  enact  protectionist 
trade  policies  in  the  United  States  and  around  the  world. 
Closing  our  markets  is  not  the  solution.   Neither  is  blaming 
another  country  for  our  problems.   Increasing  productivity, 
improving  quality  and  meeting  international  demands  are  the 
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solutions.   If  we  don't  seize  this  opportunity,  somebody  else 
will.   We  could  find  ourselves  competing  with  Japan  or  the 
European  Community  in  the  closest  market  to  our  border. 

I'd  like  to  thank  you  again,  Mr.  Chairman  for  holding  this 
hearing  and  I  look  forward  to  hearing  the  testimony  of  today's 
witnesses . 
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OPENING  STATEMENT 

CONGRESSMAN  LUIS  V.  GUTIERREZ 

COMMITTEE  ON  BANKING  AND  URBAN  AFFAIRS 

SEPTEMBER  28,  1993 

Mr.  Chairman,  I  must  commend  you  for  promptly  addressing 
the  North  American  Free  Trade  Agreement  (NAFTA)  and  its 
potential  effect  on  the  Financial  Services  Sector.   As  we  have  been 
able  to  see  in  the  last  few  weeks,  this  issue  continues  to  draw 
more  attention  as  we  focus  more  on  this  important  agreement.  This 
hearing,  like  the  preceding  hearing  on  September  8,  will  certainly 
enable  us  to  better  understand  a  critical,  an  often  overlooked, 
piece  of  this  agreement. 

After  our  last  hearing,  it  became  clear  from  our  witnesses  that 
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many  U.S.  banks  and  financial  services  institutions  believe  they 
will  be  among  the  biggest  winners  if  NAFTA  is  approved,  as  many 
see  great  potential  in  the  Mexican  market  place  for  credit  card 
services  and  investment  and  lending  opportunities.     This  is  only 
the  beginning  of  this  particular  issue  and  can  be  very  good  news. 

However,  I  agree  with  you  Mr.  Chairman,  that  too  little 
attention  has  been  paid  to  the  implications  of  the  treaty  on  U.S. 
banks.   Are  we  creating  a  system  in  which  banks  could  become 
largely  unregulated  by  Mexican  authorities?     This  is  certainly  a 
very  real  concern.    It  is  imperative  that  U.S.  regulators  do  not  use 
NAFTA  as  an  excuse  to  look  the  other  way,  but  use  their  offices  to 
ensure  that  American  firms  do  not  evade  U.S.  laws  and 
regulations. 

There  are  many  critical  and  fundamental  discussions  that 
must  take  place  as  we  consider  NAFTA.    I  believe  that  discussions 
about  such  issues  as  human  rights  abuses  in  Mexico  and  the 
stability  of  Mexico's  political  and  economic  structures  are  a  must, 
particularly  regarding  how  these  issues  affect  our  financial 


61 

institutions.    I  also  have  concerns  about  the  commitment  of  our 
financial  institutions  to  the  citizens  of  Mexico. 

The  scope  of  this  agreement  is  certainly  wide  and  far 
reaching.    This  demands  that  its  impact  on  the  U.S.  economy  is 
carefully  considered  and  thoroughly  debated.    I  have  heard  from 
Labor  and  environmental  organizations,  from  retailers  and 
manufacturers  and  from  farmers  and  small  business  people,    but  I 
am  interested  to  hear  more  about  the  impact  this  agreement  will 
have  on  both  the  U.S.  and  Mexico's  financial  services  sectors.    I 
look  forward  to  the  testimony  from  the  members  of  our 
distinguished  panel  and  hope  that  they  will  shed  some  light 
regarding  some  of  my  own  concerns  as  well  as  those  of  many  of 
my  colleagues. 

I  yield  back  to  the  chairman.   Thank  you,  Mr.  Chairman. 
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for 

C.mmnittete  nn  Ranking.  Finance  and  Urban  Affairs 

on 

The  North  American  Free  Trade  Agreement 

September  28.  1993 

Thank  you,  Mr.  Chairman.    As  a  founding  member  of  the  anti-NAFTA  caucus,  I 
thought  I  had  calculated  all  of  the  problems  the  North  American  Free  Trade  Agreement 
would  cause  for  the  citizens  of  the  United  States  and  the  U.S.  economy:  the  export  of 
hundreds  of  thousands  of  U.S.  jobs,  massive  environmental  degradation  and  a  sharp  decline 
in  health  and  safety  standards,  just  to  name  a  few. 

But  I   learned  a  lot  more  at  the  first  hearing  this  Committee  convened  on  NAFTA 
three  weeks  ago.    I  thought  I  had  more  than  enough  reasons  to  oppose  NAFTA.   I  was 
wrong.    The  testimony  so  wisely  elicited  by  you,  Mr.  Chairman,  convinced  me  more  than 
ever  that  this  specific  agreement  with  Mexico,  if  passed,  will  have  a  grave  impact  on  this 
nation's  economy. 

There  is  almost  nothing  more  frightening  than  venturing  into  the  unknown.   But  what 
is  more  frightening  to  me  is  that  we  know  for  a  fact  the  condition  of  the  Mexican  financial 
services  sector.    We  know  that  Mexican  banks  are  almost  completely  unregulated.    We 
know  that  disclosure  of  fmancial  data  is  incomplete  and  inaccurate.    We  know  that  many 
Mexican  banks  fmance  their  operations  through  money  laundering,  especially  of  illegal  drug 
monies.   We  know  all  this  and,  yet,  few  officials  have  taken  the  initiative  to  address  the 
impact  these  corruptions  will  have  on  the  U.S.  financial  industry. 

I  recognize  that  those  who  are  here  as  witnesses  will  be  speaking  as  proponents  of 
the  North  American  Free  Trade  Agreement.    I  thank  you  all,  in  advance,  for  taking  the  time 
to  come  before  this  Committee  today,  because  you  will  have  to  stay  here  for  many  hours 
and  many  days  to  convince  me  that  NAFTA  will  not  challenge  the  safety  and  soundness 
standards  of  U.S.  financial  institutions  that  this  Committee  has  worked  so  diligently  to 
rebuild  over  the  past  couple  years. 

I  would  only  conclude  by  saying  that  I  am  not  a  protectionist  as  some  would  assume: 
I  am  not  opposed  to  free  trade.    I  agree  that  a  trade  pact  is  needed  with  Mexico  and 
Canada,  just  not  this  trade  agreement. 

Thank  you  for  allowing  my  statement,  Mr.  Chairman,  and,  thank  you  for  your 
leadership  on  this  momentous  issue. 
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Thank  you  Mr.  Chairman.  I  want  to  commend  Chairman  Gonzalez,  for  holding  these  important 
and  timely  hearings.  Ratification  of  the  North  American  Free  Trade  Agreement  is  one  of  the 
most  difficult  and  thorny  issues  confronting  the  House  this  fall.  I  welcome  the  opportunity  to 
learn  more  about  NAFTA's  impact  upon  the  United  States'  fmancial  community,  particularly 
the  banking  industry. 

As  the  debate  over  NAFTA  heats  up,  these  hearings  play  an  invaluable  part  in  providing  us 
with  information  upon  which  we  can  form  our  opinions  on  the  positive  and  negative  impacts 
of  the  Agreement  upon  our  economy. 

Again,  I  extend  my  thanks  to  the  Chairman  for  arranging  these  hearings. 


CA^"e> 


MUNTED  ON  RECYCLED  PAPER 


64 


Banking  Committee  Hearing  on  NAFTA 

Statement 

Congresswoman  Lucille  Roybal-Allard 

September  29,  1993 


Mr.    Chairman: 

I  would  like  to  take  this  opportunity  to  thank  you  and  today's 
panel  of  witnesses  for  providing  us  this  forum  to  discuss  this  very 
important  topic,  the  financial  services  of  the  North  American  Free 
Trade  Agreement.  I  am  looking  forward  to  the  testimony  on  the 
regulatory  consideration  of  NAFTA  and  especially  the  discussion  on 
the  negotiating  process.  These  are  two  issues  that  have  not 
received  adequate  study  in  this  Congress.  For  those  of  us  who  came 
in  the  middle  of  this  heated  debate,  it  is  helpful  to  gain  some 
insight  and  learn  about  the  negotiating  process  and  the  Fast-Track 
process  which  took  place  during  the  last  Congress. 

I  would  like  to  reiterate  for  the  record,  that  I  am  still  undecided 
on  the  NAFTA.  I  continue  to  have  serious  concerns  about  the  labor 
affects  of  this  agreement,  particularly  in  districts  such  as  mine, 
where  a  high  percentage  of  industries  with  low-skilled,  low-wage 
workers  prevail.  I  am  also  concerned  about  the  dislocated  and 
worker  retraining  programs  that  will  be  offered  to  workers  who  are 
left  unemployed  as  a  result  of  NAFTA.  We  all  know  that  the  current 
programs  are  inadequate  in  offering  worker  assistance  to  these 
workers.  I  also  hear  very  disturbing  information  that  the  existing 
programs  only  offer  assistance  to  one-fifth  of  the  total 
individuals  eligible  for  service.  If  NAFTA  is  to  receive  the 
support  of  this  Congress,  we  must  do  everything  possible  to  put  in 
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place  a  comprehensive  dislocated  worker  assistance  program  that  is 
made  available  to  all  workers  who  will  lose  their  jobs  as  a  result 
of  this  agreement.  We  must  do  all  we  can  to  ensure  that  the 
benefits  as  well  as  the  negative  impacts  of  this  agreement  are 
evenly  distributed  to  all  sectors  of  our  economy  and  our  labor 
force.  We  cannot  allow  a  disproportionate  share  of  these  burdens 
to  be  borne  by  those  workers  who  need  assistance  most,  the  working 
poor. 

Again,  Mr.  Chairman,  thank  you  for  today's  opportunity  to  discuss 
this  issue,  I  look  forward  to  working  with  you  and  my  distinguished 
colleagues  to  ensure  that  we  provide  our  constituents  with  better 
jobs  at  better  wages  and  a  rising  standard  of  living,  in  a  stronger 
economy . 
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OPEKING  STATBMarr 
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SEPTEMBER  28,  1993 

Thank  you  Mr.  Chairman'  One*  again  you  show  your  leadership 
and  iforeaight  by  calling  this  hearing  on  the  North  Aoerloan  Free 
Traclv  Agreement.  I  &m  proud  to  count  nyselC  among  the  m«nb»rs  of 
this  conunittee  as  it  continues  to  talc*  on  ths  iaportant  task  of 
investigating  the  financial  services  chapter  of  HAFTA  and  its 
possible  effects  on  the  United  States  econoaiy. 

While  in  the  Halls  of  congress,  discussion  of  NAFTTA  has  gained 
what  could  be  described  as  ocmipresence,  the  issue  of  the 
agreemsnt'c  effects  on  our  financial  services  industry  had,  until 
recently,  received  little  attention.  I  was  very  glad,  therefore, 
to  partaKe  in  this  coBunittee's  hearing  on  the  issue  earlier  this 
month-   I  an  sure  today's  hearing  will  prove  just  as  inforaative. 

As  I  have  stated  many  tines  in  the  past,  x  am  strongly  opposed 
to  the  North  Aniiaj-'itn*n  Free  Trade  Agreement.  I  find  the  argument 
of  economic  growth  -  so  often  nade  by  NAFTA  proponents  -  to  b«  tt 
nere  front  for  the  fact  that  the  only  sector  that  truly  stands  to 
benefit  from  the  agreement  is  that  of  big  business  •  via  the 
viotimisatioB  of  workers.  The  loss  of  thousands  of  jobs,  here  in 
the  U.S.,  for  the  saXe  of  corporate  profits  seems  an  all  too 
unjustifiable  prospect.  Furthermore,  my  trip  with  a  women's 
congrassiondl  delegation  to  the  Mexican  border  earlier  this  year, 
gave  me  the  eye-opeaing  insight  into  the  world  of  the  Mexican 
nacfuiladora  worKar  -  a  world  where  American  owned  factories  exploit 
Hex  lean  workers,  forcing  then  to  live  in  what  oould  only  be 


67 


referctd  to  as  sub-hunan  conditions.   H*  cannot  allow  NAFTA  to 
perpetuate  what  I  saw  on  this  trip. 

I  look  forward  to  the  individual  tettimonies  of  the 
witnesaes  isefore  this  cominittee.   I  am  especially  interested  in 
hearing  the  comnenta  of  our  flret  three  witnesses  on  the  need  for 
appropriate  regulation  of  the  financial  services  industry  under 
KAFTA.  Thank  you  Mr.  Chaiman. 
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Mr.  Chairman,  I  am  pleased  to  appear  before  the 
Committee  this  morning  to  discuss  the  implications  of  the 
proposed  North  American  Free  Trade  Agreement  for  the  financial 
services  industry  and  banking  in  particular. 

Before  I  begin,  let  me  state  that  the  Federal  Reserve 
supports  the  NAFTA  without  quaii-fication.   Its  implementation 
will  provide  overall  benefits  to  the  people  and  the  economy  of 
the  United  States  that  will  grow  over  time.   The  agreement  will 
promote  the  economic  and  financial  integration  of  the  North 
American  continent,  a  process  already  in  progress.   The  NAFTA 
will  solidify  U.S.  access  to  Canadian  markets  and  provide 
significantly  improved  access  for  many  U.S.  firms  to  the 
substantial  Mexican  markets  that  will  expand  rapidly  as  the 
Mexican  economy  capitalizes  on  reforms  instituted  over  the  past 
decade.   Moreover,  the  long-term  beneficial  effects  for  the 
United  States  of  a  staible,  growing  economy  on  our  southern  border 
are  hard  to  overstate  and  may  be  more  meaningful  than  any  of  the 
specific  provisions  in  the  Agreement. 

At  this  point,  I'll  summarize  briefly  the  provisions  of 
the  Agreement  as  they  relate  to  banking  and  other  financial 
services.   I  will  then  turn  to  the  other  issues  raised  in  your 
letter  of  invitation. 

The  financial  services  chapter  estaiblishes  the  rules 
governing  treatment  by  each  NAFTA  country  of  the  other  countries' 
financial  firms,  investments  in  the  financial  sector,  and  cross- 
border  service  providers.   The  obligations  set  out  in  the 
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2 
financial  services  chapter,  however,  do  not  require  any  change  in 
U.S.  law  or  regulatory  practice  because  the  United  States  already 
follows  its  basic  principles:  market  access,  national  treatment, 
and  the  right  to  non-discriminatory  or  "most- favored-nation" 
(MFN)  treatment. 

With  respect  to  market  access,  each  country  agrees  to 
allow  financial  institutions  of  the  other  countries  to  establish 
and  operate  in  its  market  through  subsidiaries.   In  doing  so, 
each  country  must  grant  to  the  financial  firms  of  the  other 
countries  treatment  that  is  no  less  favorable  than  what  is 
granted  to  comparsible  domestic  financial  institutions.   Thus,  a 
Mexican  or  Canadian  bank  in  the  United  States  would  be  treated  as 
a  U.S.  banking  organization  and  any  nonbanking  activities  of 
affiliates  of  the  baiJcs  will  continue  to  be  subject  to  the 
provisions  of  the  Bank  Holding  Cott^jany  Act.   Treatment  is 
considered  no  less  favorable  if  it  grants  to  the  foreign  firm 
equal  competitive  opportunities,  that  is,  it  does  not 
disadvantage  the  foreign  firm  in  its  aibility  to  provide  financial 
services  as  compared  with  the  aibility  of  similar  firms  to  provide 
the  services.   The  financial  services  chapter  also  requires  each 
country  to  provide  MFN  treatment  for  the  firms  of  the  other  NAFTA 
countries,  assuring  that  no  NAFTA  country  may  grant  better 
treatment  to  firms  from  countries  outside  the  NAFTA.   U.S.  banks 
and  bank  holding  companies  already  operate  subsidiary  banks  in 
Canada  under  these  general  principles.   The  main  benefit  to  U.S. 
banks  will  be  in  their  ability  to  establish  subsidiaries  in 
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Mexico,  a  market  essentially  closed  to  all  but  one  U.S. 
institution.   Although  Mexico  will  open  its  banking  market  only 
gradually,  keeping  market  share  limits  at  least  until  the  year 
2000,  the  NAFTA  will  allow  a  number  of  U.S.  bamks  to  form 
subsidiary  banks  and  other  financial  firms  and  compete  on  a 
national  treatment  basis  with  banks  and  financial  groups  in 
Mexico. 

The  Agreement  will  also  allow  each  country  to 
grandfather,  or  in  the  language  of  trade  agreements  "to  reserve," 
certain  provisions  of  existing  law  that  do  not  conform  to 
national  treatment  or  MFN  principles.   Under  this  provision,  the 
United  States  has  reserved  a  number  of  provisions  of  federal  law 
that  limit  the  national  treatment  available  to  foreign  banks  or 
individuals.   However,  the  degree  of  discrimination  in  these  laws 
cannot  be  increased  and  any  future  measures  must  conform  to  the 
national  treatment  and  MFN  principles. 

In  addition  to  these  basic  requirements,  the  financial 
services  chapter  also  requires  each  country  to  a±)ide  by  the 
principle  of  "transparency"  in  its  regulation  of  financial 
services.   This  requires  that  each  country  allow  an  opportunity 
for  public  comment  on  proposed  measures  in  the  financial  services 
area  and  make  availaible  all  requirements  necessary  for  engaging 
in  financial  services  activities  in  the  country.   The  chapter 
also  contemplates  that  any  country  may  request  consultations  with 
another,  including  consultations  with  regulators,  on  any  matter 
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4 
affected  by  the  financial  services  chapter.   In  the  Federal 
Reserve's  view,  this  simply  codifies  existing  practice. 

From  a  supervisory  stajidpoint,  an  essential  feature  of 
the  NAFTA  is  that  it  provides  a  substantial  "prudential 
carveout, "  that  is,  nothing  in  the  services  provisions  of  the 
NAFTA  shall  be  construed  to  prevent  a  conirtry  -fxom  adopting  or 
maintaining  reasoneible  measures  for  prudential  reasons.   The 
chapter  gives  a  non- exhaustive  list  of  areas  for  prudential 
regulation,  including  the  protection  of  consumers  of  financial 
services;  the  maintenauace  of  the  safety,  soundness,  integrity  or 
financial  responsibility  of  financial  market  participants;  and 
ensuring  the  integrity  and  stability  of  the  financial  system.   We 
believe  that  prudential  regulation  as  implemented  in  the  United 
States  is  reasonable  and  could  withstamd  scrutiny  under  this 
provision.   In  addition,  the  NAFTA  provisions  on  services  do  not 
apply  to  a  country's  monetary  and  related  credit  policies  or  to 
exchange  rate  policies. 

Under  the  NAFTA,  a  country  would  have  the  right  to  a 
hearing  on  whether  another  country  is  aJsiding  by  its  obligations 
under  the  agreement.   This  so-called  dispute  settlement  mechanism 
provides  that  panels,  with  participants  usually  drawn  from 
standing  rosters,  would  hear  the  dispute  and  render  a  final 
opinion  on  whether  the  measure  at  issue  conforms  to  the  NAFTA. 
If  the  panel  finds  that  a  country's  law  or  regulation  violates 
the  NAFTA,  the  country  may  change  the  offending  measure.   If  it 
does  not,  the  complaining  country  has  the  right  to  suspend 
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benefits  to  firms  of  the  offending  country  that  are  commensurate 
with  the  harm  suffered  by  the  firms  of  the  complaining  country. 

The  finamcial  services  chapter  contemplates  that 
experts  in  financial  services  will  be  included  on  the  roster  of 
persons  who  hear  disputes  in  the  financial  services  area. 
Moreover,  the  fi-nancial  services  thapter-  also  contemplates 
esteiblishment  of  a  Financial  Services  Committee  to  supervise  the 
implementation  of  the  NAFTA,  to  consider  issues  on  financial 
services  that  are  referred  to  it  by  another  NAFTA  coxintry  and  to 
participate  in  disputes  in  the  investment  area  where  a  country 
claims  the  prudential  or  monetary  policy  carveout  as  a  defense 
to  the  action  at  issue.   In  these  cases,  the  decision  of  the 
Financial  Services  Committee  will  be  final.   Unlike  other 
chapters  of  the  NAFTA  that  allow  a  private  party,  such  as  an 
individual  person  or  firm,  to  bring  a  dispute  against  another 
country,  a  dispute  in  financial  services  may  only  be  brought  by  a 
government  of  a  country. 

In  summary,  the  financial  services  chapter  of  the  NAFTA 
incorporates  the  principles  of  MFN  and  national  treatment  that 
have  long  been  applied  in  the  United  States  with  respect  to 
foreign  investment.   The  chapter  establishes  a  government- to- 
government  dispute  settlement  system  that  allows  for  the 
participation  of  persons  knowledgeable  alsout  financial  services. 
Significantly,  the  financial  services  chapter  recognizes  the 
importance  of  supervision  and  regulation  of  financial  services 
and  provides  protections  for  prudential  actions  of  regulators. 
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Let  me  now  turn  to  the  specific  questions  raised  in 
your  letter  of  invitation.   The  principles  of  national  treatment 
and  better  access  to  all  markets  for  all  firms  have  been  long 
supported  by  the  Federal  Reserve.   When  multilateral  trade 
agreements  began  to  be  negotiated  in  the  1980s  that  would,  for 
the  first  time,  estauilish  these  principles  as  enforceable 
obligations  to  govern  the  provision  of  banking  and  other 
financial  services,  the  Federal  Reserve  sought  to  assure  that 
these  negotiated  obligations  did  not  interfere  with  the 
legitimate  objectives  of  prudential  supervision  and   regulation. 
These  views  were  shared  with  the  Treasury  Department  as  the  U.S. 
negotiator  for  banking  and  securities  services  in  the  NAFTA 
process.   At  the  Treasury's  invitation,  the  Federal  Reserve  and 
other  regulators  provided  technical  assistance  during  the  course 
of  the  negotiations  on  how  proposed  provisions  of  the  NAFTA  would 
affect  U.S.  banking  and  other  laws.   There  was  ongoing  informal 
contact  between  Treasury  and  Federal  Reserve  officials  about 
supervisory  issues  over  the  course  of  the  NAFTA  negotiations  and 
a  member  of  the  Board's  staff  attended  many  of  the  negotiating 
sessions . 

The  Federal  Reserve's  principal  objective  has  been  to 
assure  that  any  agreement  that  might  be  negotiated  contain  a 
strong  protection  for  the  prudential  actions  of  regulators,  with 
respect  to  both  individual  institutions  and  the  stability  of  the 
financial  system  itself.   In  addition,  the  Board  believed  that  it 
was  important  that  any  system  set  up  to  review  disputes  in 
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financial  services  should  include  the  active  participation  of 
financial  experts.   The  presence  of  financial  experts  in  the 
dispute  resolution  process  assures  that  persons  with  an 
xinderstanding  of  the  basis  of  financial  services  regulation  will 
generally  decide  issues  involving  regulated  financial  entities. 
Finally,  the  Board  believes  that  it  is  important  that  the 
financial  services  sector  be  protected  from  retaliatory  measures 
resulting  from  disputes  in  other  sectors.   Because  of  the 
potential  spillover  effect  into  other  areas,  financial  services', 
and  the  banking  system  in  particular,  should  not  be  disrupted  by 
potentially  ill-considered  actions  resulting  from  disputes  in 
other  sectors. 

The  NAFTA  contains  provisions  that  satisfy  the  concerns 
of  the  Federal  Reserve.   There  is  a  strong  provision  that 
protects  the  actions  of  regulators.   Financial  experts  will 
generally  participate  in  settling  disputes  in  financial  services 
and  must  be  included  where  prudential  or  monetary  policy  reasons 
are  cited  as  the  basis  for  the  dispute.   A  Financial  Services 
Committee  will  assist  in  implementation  of  the  finemcial  services 
chapter  and  retaliation  across  sectoral  lines  is  limited.   In 
sum,  the  NAFTA  appears  to  protect  the  interests  of  prudential 
supervision  in  the  U.S.  market  and  of  financial  institutions 
while  creating,  opportunities  for  U.S.  banks  and  other  financial 
firms  in  the  Mexican  market. 

U.S.  banks  and  bank  holding  companies  have  a  long 
history  of  following  their  U.S.  customers  to  foreign  markets. 
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When  U.S.  businesses  began  their  substantial  foreign  expansion  in 
the  1950s  and  1960s,  U.S.  banks  increased  their  foreign  presence 
to  continue  to  provide  banking  services  to  American  commerce.   As 
the  Mexican  economy  opens  under  the  NAFTA,  there  will  be  an 
increased  demand  for.  U.S.  goods.   American  banks  and  securities 
companies  will  have  opportunities  to  provide  sophisticated 
financial  services  to  U.S.  companies,  as  well  as  to  the  Mexican 
firms  that  will  increasingly  need  the  types  of  innovative 
services  at  which  U.S.  financial  services  companies  excel. 

Of  course,  U.S.  banks  and  bank  holding  companies  will 
be  subject  to  the  same  regulation  of  their  Mexican  operations  by 
the  Federal  Reserve  as  currently  apply  to  all  of  their  other 
foreign  operations,  as  well  as  the  same  supervision  of  their 
foreign  operations  through  the  regular  reporting  and  examination 
process . 

The  NAFTA  does  not  change  in  any  way  either  the  manner 
in  which  U.S.  banks  may  make  investments  in  foreign  companies  or 
the  way  that  banks  are  regulated  with  respect  to  their  activities 
outside  the  United  States.   As  you  know,  the  Board's  Regulation  K 
governs  the  international  operations  of  member  banks,  bank 
holding  companies  and  Edge  corporations.   Permissible  activities 
of  foreign  subsidiaries  of  these  investors  are  listed  in 
Regulation  K  and  include  banking,  leasing,  fiduciary  activities, 
and  securities  and  insurance  activities  within  certain  limits. 
Regulation  K  also  requires  that  a  U.S.  bank  or  holding  company 
must  provide  45  days'  prior  notice  to  the  Board  before  investing 
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in  any  foreign  company  in  an  cimount  that  exceeds  the  lesser  of 
$25  million  or  5  percent  of  its  capital.   The  Board  analyzes  such 
proposals  in  light  of  the  finamcial  condition  of  the  bank  or 
holding  company  and  for  compliance  with  U.S.  law.   In  this 
regard,  the  investing  U.S.  bcinking  organization  must  provide 
relevant  documentation  on  the  investment.   I-f  there  are  issues 
raised  by  the  proposal,  the  Board  may  suspend  the  prior  notice  or 
deny  the  investment.   All  of  these  measures  will  be  in  effect 
with  respect  to  investments  in  banks  and  other  compajiies  in 
Mexico. 

After  an  investment  is  made,  the  U.S.  bank  or  bank 
holding  company  must  provide  detailed  financial  reports  to  the 
Federal  Reserve  for  analysis  to  determine  the  condition  of  the 
foreign  entity.   This  analysis  is  included  in  the  ongoing 
performance  monitoring  of  the  bank  or  bank  holding  company.   In 
addition,  the  Federal  Reserve  often  conducts  on-site  examination 
of  foreign  subsidiaries  of  U.S.  banks  and  bank  holding  companies. 
Of  course,  neither  the  NAFTA  nor  the  Mexican  and  U.S.  legislation 
to  implement  it  have  been  passed.   Nevertheless,  the  Federal 
Reserve  has  held  discussions  with  regulators  in  Mexico  concerning 
sharing  of  information,  including  possible  on-site  examinations 
of  subsidiaries  of  U.S.  banks.   In  this  regard,  I  note  that  the 
Mexican  authorities  conduct  on-site  examinations  of  Mexican  banks 
on  a  regular  basis.   In  most  of  the  large  Mexican  banks,  the 
National  Banking  Commission  has  established  and  staffed  permanent 
on-site  examination  offices  for  constant  surveillance.   We 
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believe  that  we  will  be  able  to  work  cooperatively  with  the 
Mexican  regulators  to  obtain  necessary  information  on  Mexican 
subsidiaries  of  U.S.  banks  through  examinations  or  other 
mechsmisms  to  assure  that  these  investments  would  not  pose  any 
undue  risk  to  the  safety  and  soundness  of  the  U.S.  bamks. 

The  subsidiaries  in  Mexico  will  be  stibject  to  the  same 
restrictions  that  are  currently  in  place  with  respect  to  any 
foreign  subsidiary  under  Regulation  K.   Foreign  con^anies  owned 
by  U.S.  banks  and  bank  holding  companies  are  generally  prohibited 
from  engaging  in  any  activities  in  the  United  States.   Foreign 
subsidiaries  of  U.S.  banks  are  not  permitted  to  underwrite  or 
deal  in  securities  in  the  United  States.   Similarly,  foreign 
subsidiaries  are  prohibited  from  underwriting  insurance  in  the 
United  States.   Consequently,  foreign  affiliates  of  U.S.  bamJcs 
cannot  be  used  to  evade  the  nonbanking  restrictions  of  U.S.  law. 
These  restrictions  are  monitored  in  the  ongoing  review  of  each 
banking  organization.   If  a  banking  organization  were  to  ignore 
such  restrictions  and  conduct  impermissible  activities  in  the 
United  States  through  a  foreign  company,  the  Board  has 
enforcement  authority  to  deal  with  such  violations. 

The  NAFTA  provision  regarding  cross-border  services 
provides  that  no  new  restrictions  shall  be  placed  on  cross-border 
activities  that  are  permitted  on  the  date  the  NAFTA  may  enter 
into  force.   With  respect  to  banking  in  the  United  States,  this 
provision  relates  primarily  to  cross-border  lending  and  deposit- 
taking.   Currently,  there  are  no  restrictions  in  federal  law 
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preventing  a  foreign  bcuik  from  advertising  in  the  United  States 
the  services  that  the  bank  offers  outside  the  United  States. 
U.S.  residents  may  place  deposits  with  the  foreign  offices  of 
foreign  banks,  and  also  may  sind  do  borrow  from  the  non-U. S. 
offices  of  foreign  banks  and  other  firms.   Similarly,  U.S.  banks 
could  lend  cross-border  to  Mexican  or  Canadian  residents  or 
accept  deposits  from  such  residents.   Of  course,  this  provision 
is  also  subject  to  the  prudential  carveout,  which  allows 
reasonable  measures  to  be  taken  to  protect  depositors  or  other 
users  of  financial  services,  even  with  respect  to  cross-border 
services . 

The  provision  does  not  require  that  the  cross-border 
service  providers  of  the  other  countries  be  allowed  to  "do 
business"  or  "solicit"  business,  such  as  by  advertising  or 
setting  up  an  office,  in  the  country.   Each  country  retains  the 
right  to  define  what  is  meant  by  "doing  business"  or  "soliciting" 
under  this  provision.   The  cross-border  provision  also  explicitly 
recognizes,  without  prejudicing  any  other  type  of  prudential 
regulation,  that  registration  requirements  for  instruments  sold 
cross-border  and  for  the  cross-border  providers  themselves  are 
reasonable  prudential  measures.   Finally,  the  NAFTA  countries 
have  agreed  that  further  consultations  should  be  held  no  later 
than  January  1,  2000,  on  further  liberalizations  in  the  cross- 
border  area. 

With  respect  to  the  Foreign  Bank  Supervision 
Enhancement  Act  of  1991,  under  which  a  foreign  bank  may  not 
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establish  a  branch,  agency,  or  commercial  lending  company  unless 
the  Board  finds  that  the  foreign  bank  is  svibject  to  con^rehensive 
supervision  or  regulation  by  home  country  authorities  on  a 
consolidated  basis,  you  have  aslced  whether  Mexican  banks  are 
subject  to  comprehensive  supervision  auad  on  what  basis  the  Board 
made  such  determination.   There  axe  several  applications  by 
Mexican  bauiks  that  are  pending  at  the  Board  and  it  would  not  be 
appropriate  to  comment  on  specifics  before  the  applications  have 
been  presented  for  Board  action.   I  Cem  say  that  there  have  beefi 
very  useful  and  informative  discussions  with  the  supervisory 
authorities  in  Mexico  on  the  programs  that  have  been  put  in  place 
in  Mexico  since  the  banks  were  reprivatized  starting  in  1991  omd 
that  these  discussions  are  continuing  in  order  to  allow  us  to 
complete  the  record  on  the  applications. 

Let  me  also  say  that,  as  a  general  matter  in 
determining  whether  a  particular  foreign  bank  is  subject  to 
consolidated  supervision,  the  Board  considers  a  broad  range  of 
information.   We  study  the  structure  of  the  supervisory  system; 
how  it  applies  to  the  particular  bank  appliccmt;  the  extent  of 
the  information  on  the  operations  of  the  bank  and  its  dealings 
with  affiliates  that  are  available  to  the  supervisors,  including 
the  nature  and  frequency  of  reporting  by  the  beuak  to  its 
supervisors;  whether  there  are  audits  required  of  or  commissioned 
by  the  bank;  the  nature  and  scope  of  any  examinations  or 
inspections  by  the  supervisors;  the  supervisory  practices  of  the 
authorities  with  respect  to  the  bank's  operations;  and  amy 
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enforcement  authority  the  supervisor  may  have.   This  is  the  type 
of  information  under  review  in  connection  with  the  applications 
by  Mexican  banks.   These  standards  would  not  be  changed  if  the 
NAFTA  were  Co  be  adopted. 

As  can  be  seen  from  this  brief  review,  the  NAFTA  would 
not  in  any  way  diminish  the  ability  of  the  United  States  to  apply 
sound  prudential  standards  to  financial  institutions  from  Mexico 
or  Canada  operating  in  the  United  States.   Nor  would  it  in  any 
way  affect  the  requirements  imposed  on  U.S.  bajUcs  in  their 
operations  outside  the  United  States.   The  NAFTA  provides  no 
additional  scope  for  a  U.S.  bank  to  underwrite  securities  or 
insurance  in  the  United  States;  it  cannot  be  used  as  a  back  door 
to  engage  in  impermissible  activities  in  the  United  States. 

In  sum,  the  NAFTA  would  provide  substantial  benefits  to 
U.S.  banks  and  other  financial  firms  that  are  currently  precluded 
from  operating  in  Mexico.   It  could  also  stabilize  and  strengthen 
the  Mexican  economy  while  allowing  the  United  States  and  U.S. 
firms  to  participate  in  the  benefits  to  be  reaped  from  such 
progress.   Finally,  because  the  entire  regulatory  scheme 
applicable  to  all  foreign  siibsidiaries  of  U.S.  banking 
organizations  will  also  apply  to  any  Mexican  subsidiaries,  we 
believe  the  NAFTA  will  do  no  harm  to  the  safety  and  soundness   of 
the  U.S.  finanqial  system  or  its  institutions. 
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MARY  L.  SCHAPIRO,  COMMISSIONER 

U.S.  SECURITIES  AND  EXCHANGE  COMMISSION 

CONCERNING  THE  SECURITIES  ASPECTS  OF 
THE  NORTH  AMERICAN  FREE  TRADE  AGREEMENT 

BEFORE  THE  COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS 
UNITED  STATES  HOUSE  OF  REPRESENTATIVES 

SEPTEMBER  28,  1993 


Chairman  Gonzalez  and  Members  of  the  Committee: 

I  appreciate  this  opportunity  to  testify  on  behalf  of  the  Securities  and  Exchange 
Commission  ("SEC)  regarding  the  securities  aspects  of  the  proposed  North  American 
Free  Trade  Agreement  ("NAFTA"). 

NAFTA  has  focused  attention  on  the  increasingly  important  trade  relations 
among  the  United  States,  Canada  and  Mexico.    The  relations  among  the  securities 
markets  of  the  NAFTA  nations  are  also  increasingly  important.   There  are  more  than 
290  Canadian  companies  and  twelve  Mexican  companies  with  securities  publicly  traded 
in  the  United  States.    Purchases  and  sales  of  Mexican  securities  by  U.S.  investors  have 
jumped  from  $363  million  in  1982  to  over  $19  billion  in  1992.    Indeed,  the  largest 
Mexican  company,  Telefonos  de  Mexico  ("Telmex"),  is  more  actively  traded  in  New 
York  than  in  Mexico  City.    U.S.  brokerage  firms  have  managed  or  co-managed  many 
of  the  largest  privatizations  of  Mexican  industry.    These  are  but  a  few  examples  of  the 
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cross-border  securities  activities  that  have  steadily  increased  among  the  United  States, 
Canada  and  Mexico. 

In  response  to  this  increase  in  cross-border  investment  and  activity,  the  SEC  has 
strengthened  its  relations  with  the  securities  regulators  of  Canada  and  Mexico.    In  1988, 
the  SEC  entered  into  a  Memorandum  of  Understanding  ("MOU")  on  enforcement 
cooperation  with  the  three  principal  securities  regulators  in  Canada;  we  entered  into  a 
similar  MOU  with  the  Comision  Nacional  de  Valores  of  Mexico  in  1990.    In  1991,  we 
instituted  a  "multijurisdictional  disclosure  system"  with  Canada  that  allows  large 
Canadian  companies  to  use  Canadian  disclosure  documents  in  the  United  States  and 
U.S.  companies  to  use  U.S.  disclosure  documents  in  Canada.    In  1992,  we  initiated  the 
creation  of  the  Council  of  Securities  Regulators  for  the  Americas  ("COSRA"),  an 
organization  whose  members  are  the  securities  regulators  of  sixteen  nations  in  North, 
South  and  Central  America,  including  the  Canadian  and  Mexican  securities 
commissions.   This  year,  COSRA  members  adopted  principles  of  regulation  setting  high 
standards  for  market  transparency,  creation  of  audit  trails,  and  cross-border  supervision 
of  investment  advisers.   As  a  result  of  these  and  other  efforts,  we  have  excellent 
relationships  with  our  counterparts  in  Canada  and  Mexico. 

The  SEC  pursues  these  international  initiatives  because  we  believe  that,  with  the 
increase  in  cross-border  securities  investment  and  activity,  international  cooperation  is 
essential  to  protecting  investors  in  our  domestic  market.    Investor  protection  remains 
the  SEC's  principal  mission,  and  thus  the  SEC  has  worked  with  the  Treasury 
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Department!/  to  ensure  that  NAFTA  will  not  adversely  affect  the  SEC's  ability  to 
regulate  the  U.S.  securities  markets  or  protect  U.S.  investors.    The  SEC  is  confident 
that  NAFTA  will  not  impair  the  SEC's  regulatory  abilities  or  change  the  federal 
securities  laws.    The  SEC  has  also  worked  closely  with  representatives  of  the  U.S. 
securities  industry  on  market  access  questions.    The  industry's  view,  which  the  SEC 
shares,  is  that  NAFTA  will  create  substantial  market  opportunities  in  Mexico.2/ 
NAFTA  Is  Consistent  With  Strong  Securities  Regulation 

The  U.S.  securities  markets  are  a  tremendous  national  resource:    they  allow 
millions  of  individual  investors  to  share  in  the  growth  and  profits  of  U.S.  companies, 
and  they  allow  U.S.  companies  to  raise  the  capital  needed  to  expand  and  improve  their 
operations.    Strong  regulation  is  essential  to  maintain  the  confidence  of  investors  in  the 
fairness  and  integrity  of  the  U.S.  securities  markets. 

The  SEC  regulates  the  U.S.  securities  markets  under  four  principal  statutes. 
The  Securities  Act  of  1933  generally  requires  that  financial  and  other  material 
information  be  provided  to  the  SEC  and  to  potential  investors  before  securities  are 
sold  to  the  public.    The  Securities  Exchange  Act  of  1934  ("Exchange  Act")  generally 
requires  that  companies  with  public  shareholders  continue  to  provide  financial  and 


1/  Although  the  Treasury  Department  was  the  primary  NAFTA  negotiator  for  the  United 
States  on  financial  issues,  Commission  staff  members  provided  technical  assistance  to  the 
Treasury  Department  on  securities  questions  and  attended  many  of  the  negotiation  sessions 
of  the  financial  services  chapter. 

21  Since  1987,  the  Canadian  securities  market  has  been  substantially  open  to  foreign 
securities  firms.  See  Department  of  the  Treasury,  National  Treatment  Study  135-37 
(1990). 
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other  material  information  to  their  shareholders.   The  Exchange  Act  also  prohibits 
insider  trading,  manipulation,  and  other  forms  of  fraud  in  connection  with  securities 
trading,  and  provides  for  SEC  oversight  of  the  self-regulatory  organizations,  such  as  the 
securities  exchanges  and  National  Association  of  Securities  Dealers  ("NASD").    The 
Investment  Company  Act  of  1940  provides  for  the  registration  and  regulation  of  mutual 
funds  and  other  investment  companies.    The  Investment  Advisers  Act  of  1940  provides 
for  the  registration  and  regulation  of  investment  advisers. 

These  laws,  and  the  rules  under  them,  do  not  attempt  to  protect  investors 
through  the  exclusion  of  foreign  securities  firms  or  issuers.    On  the  contrary,  the 
federal  securities  laws  require  open  competition  among  domestic  and  foreign  firms. 
Thus,  there  is  no  inconsistency  between  open  securities  markets  and  strong  securities 
regulation. 

NAFTA  generally  requires  that  each  country  grant  both  "national  treatment"  and 
"most-favored-nation  treatment"  to  providers  of,  and  investors  in,  financial  services  from 
other  NAFTA  countries.    Article  1405  defines  "national  treatment"  as  treatment  no  less 
favorable  than  a  NAFTA  country  accords  to  its  domestic  financial  institutions  and 
investors  in  like  circumstances.    Article  1406  defines  "most-favored-nation  treatment"  as 
treatment  no  less  favorable  than  a  NAFTA  country  accords  to  financial  institutions  and 
investors  from  any  other  country,  or  their  investments,  in  like  circumstances.   These 
general  principles  are  subject  to  a  number  of  exceptions  and  qualifications,  including  a 
prudential  exception  which  allows  a  NAFTA  country  to  maintain  or  adopt  measures  to 
protect  investors,  to  maintain  the  safety  of  financial  firms,  or  to  ensure  financial  market 
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stability.    NAFTA  also  requires  that  each  country  develop  its  financial  laws  and  rules 
through  a  "transparent  process"  and  provides  for  ongoing  consultation  on  further 
measures  to  open  financial  markets. 

There  are  three  principal  reasons  why  NAFTA  will  not  impair  the  regulation  of 
the  U.S.  securities  markets,  affect  our  ability  to  protect  U.S.  investors,  or  indeed 
require  any  change  in  the  federal  securities  laws  or  rules: 

•  The  federal  securities  laws  and  rules  generally  do  not  discriminate  against  or 
among  firms  or  investors  from  other  nations,  including  Canada  and  Mexico. 
Thus,  the  U.S.  securities  laws  essentially  already  provide  the  national  treatment 
and  most-favored-nation  treatment  required  by  NAFTA- 

•  NAFTA  will  not  prevent  a  country  from  adopting  or  maintaining  reasonable 
measures  for  prudential  reasons,  such  as  protecting  investors,  maintaining  the 
safety  of  financial  firms,  and  ensuring  the  integrity  of  the  financial  markets.    This 
"prudential  carve-out"  will  allow  the  SEC  to  continue  to  regulate  the  U.S. 
securities  markets  in  a  manner  that  is  designed  to  achieve  these  objectives. 

•  If  the  increase  in  securities  activities  among  the  three  NAFTA  countries  leads 
to  any  need  for  increased  enforcement  of  the  U.S.  securities  laws,  the  SEC's 
counterparts  in  Canada  and  Mexico  will  assist  the  SEC  in  its  enforcement 
efforts. 

The  remainder  of  this  section  discusses  these  issues  in  somewhat  more  detail. 
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To  act  as  a  securities  broker  or  dealer  in  the  United  States,  a  firm  generally 
must  register  as  a  broker-dealer  with  the  SEC.3/   The  SEC's  policy  is  one  of  equal 
access:    the  same  requirements  generally  apply  to  a  broker-dealer  regardless  of  whether 
it  is  incorporated  or  owned  in  the  United  States  or  abroad.    These  requirements 
include  filing  and  keeping  current  the  registration  form,  complying  with  antifiraud  and 
other  general  requirements,  and  maintaining  adequate  capital.    Broker-dealers  that 
engage  in  a  public  business  are  also  required  to  join  the  NASD  and  operate  in 
accordance  with  its  rules.    Again,  these  rules  do  not  discriminate  among  firms  based  on 
the  nationality  of  their  owners.    NAFTA  will  thus  not  require  changes  to  any  of  the 
SEC  or  NASD  rules  for  broker-dealers. 

Many  firms  advise  investors  on  securities  investments  but  do  not  perform  the 
selling,  underwriting,  marketmaking  and  other  activities  of  a  broker-dealer.    Firms  that 
provide  investment  advice  in  the  United  States  generally  must  register  with  the  SEC 
under  the  Investment  Advisers  Act  of  1940.    More  than  300  registered  investment 
advisers  have  foreign  addresses,  including  thirty-seven  from  Canada  and  seven  from 
Mexico.    Many  other  "U.S."  investment  advisers  are  subsidiaries  or  affiliates  of  foreign 
securities  firms.    Again,  the  same  requirements  apply  to  domestic  and  foreign 
investment  advisers.    These  requirements  include  a  general  anti£raud  provision,  as  well 


3/  Rule  15a-6  under  the  Securities  Exchange  Act  of  1934  provides  a  limited  exemption 
from  broker-dealer  registration  for  a  foreign  firm  that  engages  from  offshore  in  certain 
institutional  or  unsolicited  transactions  with  U.S.  investors. 
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as  provisions  regarding  advisory  compensation,  disclosure  and  recordkeeping.    NAFTA 
will  not  require  any  change  in  these  requirements. 

Mutual  funds  and  other  investment  companies  whose  shares  are  sold  in  the 
United  States  also  must  register  with  the  SEC.    Although  it  is  difficult  for  a  foreign 
investment  fund  to  sell  its  shares  directly  into  the  United  States,  nothing  prevents  a 
foreign  fund  manager  from  organizing  a  U.S.  fund  which  largely  mirrors  the 
investments  of  one  of  the  manager's  foreign  funds.    This  is  one  way  that  foreign  fund 
managers  access  the  U.S.  market.4/   NAFTA  will  not  require  any  changes  to  the  rules 
regulating  these  and  other  mutual  funds  in  the  United  States. 

To  sell  or  list  securities  in  the  United  States  public  markets,  a  company  must 
register  the  securities  with  the  SEC  and  comply  with  the  SEC's  disclosure  requirements. 
Again,  the  SEC's  policy  is  one  of  equal  access:    the  disclosure  requirements  for  U.S. 
firms  and  foreign  firms  are  substantially  similar,  and  the  SEC  has  long  resisted 
suggestions  that  it  should  abandon  basic  disclosure  requirements  for  foreign  issuers. 
Over  560  foreign  issuers  have  securities  registered  with  the  SEC,  including  over  290 
Canadian  issuers.    Although  the  overall  number  of  foreign  issuers  in  the  U.S.  market 
has  increased  in  recent  years,  the  number  of  Mexican  issuers  has  increased 
dramatically.    Three  years  ago,  there  were  no  Mexican  issuers  registered  with  the  SEC; 
today  there  are  twelve,  and  several  more  are  in  the  registration  process.    Again, 
NAFTA  will  not  require  any  changes  in  the  disclosure  or  other  requirements  for 


4/   See  Division  of  Investment  Management,  SEC,  Protecting  Investors:   A  Half  Century 
of  Investment  Company  Regulation  189-90,  196-97  (1992). 
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foreign  companies  selling  their  securities  in  the  United  States.   Mexican  and  Canadian 
companies  will  continue  to  provide  the  high  quality  disclosure  that  domestic  issuers 
provide. 

Thus,  in  general,  the  federal  securities  laws  already  provide  the  national 
treatment  and  most-favored-nation  treatment  that  NAFTA  requires  for  Canadian  and 
Mexican  firms  in  the  U.S.  securities  industry.   Moreover,  to  the  extent  there  is  any 
question  about  whether  current  or  future  securities  regulations  are  consistent  with  these 
standards,  these  measures  will  be  consistent  with  NAFTA  so  long  as  they  are  necessary 
for  prudential  reasons.    Article  1410  of  NAFTA  provides  that  "nothing"  in  the 
investment  and  financial  services  part  of  NAFTA  "shall  be  construed  to  prevent  a  Party 
fi-om  adopting  or  maintaining  reasonable  measures  for  prudential  reasons,"  including 
"protection  of  investors,"  maintaining  "the  safety,  soundness,  integrity  or  financial 
responsibility  of  financial  institutions,"  and  "ensuring  the  integrity  and  stability  of  a 
Party's  financial  system."   This  prudential  carve-out  will  ensure  that  the  SEC,  as  well  as 
its  counterparts  in  Canada  and  Mexico,  can  continue  to  regulate  their  respective 
securities  markets  as  they  deem  appropriate  to  achieve  these  basic  objectives. 
Prudential  securities  regulation  is  consistent  with  NAFTA  and  will  help  maintain 
investor  confidence  and  encourage  capital  formation  in  the  three  countries. 

The  increase  in  international  securities  activity  has  made  it  necessary  for  the 
SEC  to  work  more  closely  with  securities  regulators  throughout  the  world.    In  more 
and  more  cases,  we  find  it  necessary  to  seek  assistance  from  our  foreign  counterparts 
in  obtaining  information  for  investigations  or  evidence  for  enforcement  actions,  or  in 
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inspecting  securities  firms.   Similarly,  the  SEC  is  increasingly  called  upon  to  provide 
such  assistance  to  foreign  securities  regulators  seeking  to  enforce  their  securities  laws. 

To  facilitate  such  assistance,  as  well  as  international  securities  cooperation  more 
generally,  the  SEC  has  entered  into  MOUs  with  many  foreign  securities  regulators, 
including  the  Mexican  Comision  Nacional  de  Valores  and  the  securities  regulators  of 
Ontario,  Quebec  and  British  Columbia.    In  an  MOU,  the  SEC  and  a  foreign  securities 
regulator  generally  agree  to  provide  one  another  reciprocal  assistance  in  enforcement 
and  other  matters,  and  agree  on  the  procedures  for  requesting  and  providing  such 
assistance.   The  Mexican  MOU  also  commits  the  SEC  to  provide  technical  assistance 
to  the  CNV  on  the  various  regulatory  issues  it  faces  as  its  securities  markets  open  and 
expand.    The  SEC  is  in  almost  daily  contact  with  its  counterparts  in  Mexico  and 
Canada,  obtaining  and  providing  assistance  on  enforcement  matters  and  discussing 
other  issues  of  mutual  concern.   The  MOUs  provide  us  with  the  ability  to  obtain  the 
assistance  and  active  cooperation  of  our  Mexican  and  Canadian  colleagues  in  the  event 
of  any  cross-border  securities  violation. 
NAFTA  Will  Open  Mexico  For  U.S.  Securities  Firms 

Although  Mexico  has,  in  recent  years,  opened  its  economy  in  many  ways,  it 
remains  quite  difficult  for  U.S.  securities  firms  to  operate  in  Mexico.    NAFTA  will 
change  this  dramatically,  creating  substantial  opportunities  for  U.S.  brokerage  firms  and 
mutual  fund  management  companies  in  Mexico.    For  this  reason,  both  the  Securities 
Industry  Association  and  the  Investment  Company  Institute  strongly  support  NAFTA. 
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Mexico,  at  present,  imposes  strict  limits  on  the  ability  of  foreign  financial 
services  finns  to  acquire  interests  in  Mexican  securities  finns  or  to  conduct  operations 
through  subsidiaries  in  Mexico.   Under  NAFTA,  a  U.S.  or  Canadian  securities  firm  will 
be  able  to  acquire  a  Mexican  securities  firm  or  to  establish  a  wholly-owned  securities 
subsidiary  in  Mexico.    NAFTA  will  guarantee  these  U.S.  and  Canadian  firms  national 
treatment:    they  will  be  able  to  engage  in  all  the  activities  allowed  to  Mexican 
securities  firms,  including  dealing  with  institutional  and  retail  customers.   There  will, 
however,  be  transitional  limits  on  the  market  share  of  the  U.S.  and  Canadian  firms  in 
Mexico,  both  for  individual  firms  and  for  all  U.S.  and  Canadian  firms  in  Mexico.5/ 
Although  the  securities  industry  had  hoped  to  avoid  market  share  limits,  Mexico 
insisted  on  limits  because  of  the  disparity  of  the  size  of  the  markets.    In  the  end,  the 
access  which  NAFTA  provides  to  the  Mexican  securities  market  is  more  important  than 
the  temporary  limits  on  that  access. 

Mexico  has  allowed  U.S.  securities  firms  to  engage  in  certain  cross-border 
activities  in  Mexico  from  the  United  States,  including  participating  in  and  structuring 
transactions  in  Mexico.    Indeed,  U.S.  securities  firms  have  played  a  major  role  in 
advising  the  Mexican  government  in  the  privatization  of  various  state  enterprises. 
Thus,  another  important  aspect  of  NAFTA  from  the  perspective  of  U.S.  securities  firms 


5/  The  capital  of  an  individual  U.S.  or  Canadian  securities  firm  will  be  limited  to  4%  of 
the  capital  of  all  securities  firms  until  after  1999.  The  capital  of  all  U.S.  and  Canadian 
securities  firms  will  be  limited  to  10%  of  total  industry  capital  in  1994,  increasing  year  by 
year  to  20%  in  1999.  If  the  capital  of  all  U.S.  and  Canadian  securities  firms  reaches  30% 
of  industry  capital  before  2004,  Mexico  may  impose  a  one-time,  three-year  freeze  on  the 
market  share  of  the  U.S.  and  Canadian  firms. 
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is  a  "standstill  provision,"  in  which  the  United  States  and  Mexico  have  agreed  not  to 
restrict  the  current  level  of  cross-border  financial  services.6/  This  provision  should 
allow  U.S.  securities  firms  to  continue  to  provide  the  services  they  are  already 
providing  in  Mexico  from  their  U.S.  offices. 

Mexico,  at  present',  forbids  U.S.  mutual  fund  managers  from  managing  Mexican 
mutual  funds  and  requires  that  Mexican  persons  or  entities  own  the  majority  of  any 
Mexican  mutual  fund  management  company.    Under  NAFTA,  U.S.  mutual  fund 
managers  will  be  able  to  establish  wholly-owned  Mexican  mutual  fund  management 
companies  in  Mexico.    These  Mexican  subsidiaries  will  be  able  to  organize  Mexican 
mutual  funds,  and  to  provide  such  mutual  funds  with  advisory,  transfer  agency, 
marketing  and  distribution  services.   There  will  be  no  market  share  or  other  special 
limits  imposed  on  the  activities  of  these  mutual  funds. 

NAFTA  contains  other  provisions  that  will  provide  certain  protections  to  U.S. 
securities  firms  active  in  Mexico.    NAFTA's  transparency  provision  will  ensure  that 
firms  receive  clear  information  and  guidance  about  regulatory  requirements,  including 
licensing  procedures  in  Mexico.    In  addition,  NAFTA  prevents  "cross-sectoral" 
retaliation,  so  that  the  access  gained  by  U.S.  financial  firms  in  Mexico,  or  the  U.S. 
capital  markets  generally,  will  not  be  adversely  affected  by  disputes  arising  outside  the 
financial  services  sector. 


61  The  standstill  provision  is  subject  to  the  prudential  carve-out:   it  will  thus  not  prevent 
the  United  States  from  adopting  reasonable  measures  for  prudential  purposes. 
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Conclusion 

Because  the  U.S.  securities  laws  already  provide  the  national  treatment  and 
most-favored-nation  treatment  required  by  NAFTA,  and  because  NAFTA  specifically 
provides  for  prudential  securities  regulation,  NAFTA  will  not  affect  the  SECs  ability  to 
regulate  the  U.S.  securities  markets,  or  indeed  require  any  changes  in  the  federal 
securities  laws  or  rules.   NAFTA  will,  on  the  other  hand,  create  substantial 
opportunities  for  U.S.  securities  firms  in  Mexico.    From  a  securities  perspective, 
therefore,  NAFTA  is  a  good  agreement  for  the  United  States. 
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Chairman  Qonzalez  and  oommittee  members,  I  appreciate  the  opportunity  to 
address  the  committee  on  the  provisions  and  principles  of  the  North  Amehcan  Free 
Trade  Agreement  (NAFTA)  that  relate  to  the  Ixisiness  of  insurance.  hAy  name  is  Allene 
Evans.  I  am  a  memtwr  of  the  Texas  State  Board  of  Insurance;  I  am  one  of  a  three- 
member  panel  who  has  developed  agency  policy,  establishes  rates,  and  has  had  general 
regulatory  oversight  of  the  insurance  industry  in  the  Slate  of  Texas.  I  am  also 
chairperson  of  the  NAFTA  Working  Group  of  the  National  Association  of  Insurance 
CommissionerB. 

NAFTA  provides  a  framework  for  linking  the  insurance  markets  of  the  United 
Stales,  Mexico  and  Canada,  thus  forming  the  largest  regional  insurance  market  in  the 
worW  -  38  percent  of  world  insurance  premiums.  Qiven  the  earlier  U.  S.-  Canada  Free 
Trade  Agreement,  NAFTA's  greatest  U.  S.  impact  on  insurance  Is  in  relation  to  Insurance 
markets  of  our  country  and  Mexico.  The  agreement  generally  establishes  principles 
aHowing  the  right  to  establish  operations  in  other  NAFTA  countries,  receive  national 
treatment  and  rrxnt  favored  nations  status,  engage  in  certain  cross-border  trade,  and  hire 
pefBonnei,  including  senior  management,  regardless  of  nationality.  These  principles  are 
always  subject  to  prudential  regulation  in  order  to  protect  the  publn  and  a  one-time 
reeervation  of  nonconforming  nrieasures.  Additkinaily,  there  are  transitory  llmltattons  on 
U.  S.  and  Canadian  insurance  operations  in  Mexico. 

In  antteipation  of  t^lAFTA  arxl  for  many  other  reasons  -  among  them  our  shared 
border,  economic  intereets  and  history  -  Texas  has  been  working  directly  with  Mexico 
to  address  insurance  issues  of  mutual  concern  through  increasing  coordination  and 
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exchar^^  of  Information.  TMis  has  been  very  productive,  and  in  tact,  we  tuve  been  able 
to  assist  each  other  In  enforcement  activitie&  against  unauthorized  insurarx;e  operations 
on  both  sides  of  the  border. 

In  August,  insurance  regulators  from  Mexico,  Texas,  New  Mexico  and  Callfomia 
met  In  San  Antonio  to  discuss  border  insurance  issues.  In  that  meeting  we  agreed  to 
work  together  on  a  number  of  problems  of  mutual  concern,  including  illegal  arvj 
unauthorized  Insurance  activities,  fraudulent  double  claims  and  insurance  availability  for 
tourist  motor  coaches  traveling  across  our  borders. 

We  followed  this  San  Antonio  conference  with  a  two*day  meeting  at  the  Texas 
Department  of  Insurance  with  key  staff  of  Mexico's  National  Insurance  and  Surety 
Commission  (CNSF).  We  had  the  opportunity  to  discuss  our  respective  Insuranca 
mwHets  and  regulatory  systems  in  considerable  detail.  We  exchanged  specific 
information  on  our  experiences  relating  to  solvency  regulation,  mechanics  of  finarx:lal 
examination  and  enforcement  activities.  We  also  discussed  future  exchanges  of 
information  and  rrutual  technical  support  in  fighting  unauthorized  insurance  operations 
on  both  sides  of  the  border.  We  agreed  to  establish  technlcai  cooperation  on  systems 
fOr  tegulatjon  and  examination  of  insurance  companies,  to  work  on  a  solutton  for  aufo 
insurance  problems  facod  by  tourists  driving  across  the  laorder,  and  to  sctiedule  further 
visits  of  technical  personnel  for  both  departments. 

In  Texas  we  are  committed  to  continuing  our  close  work  with  Mexican  Insurance 
officials  even  if  NAFTA  is  ultimately  not  ratified.  If  NAFTA  Is  ratified.  It  will  be  equally 
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Important  that  Texas  and  Mexicx)  continue  to  work  closeiy  together  to  assure  that 
consumers  of  both  jurisdictions  are  adequately  protected  through  effscttve  regulation. 

State  Insurance  regulators  have  been  involved  in  the  NAFTA  drafting  process 
through  the  National  Association  of  insurance  Commissioners  (NAIC).  We  have  focused 
on  issues  relating  to  our  ability  as  regulators  to  protect  the  public.  The  NAFTA  Working 
Qroup  has  had  particular  concerns  about  the  strength  of  the  prudential  clause,  the  effect 
of  tfie  cfoss-terder  trade  provisions,  and  state  participation  In  dispute  resolution.  I  would 
like  to  take  a  few  minutes  to  address  these  three  issues.  I  have  also  attached  an 
s^jpendix  of  other  technical  issues  raised  by  the  NAFTA  Working  Group  atong  with 
surrvnaries  of  responses  we  leceived. 

I  would  like  to  first  address  the  prudential  dause,  Arttcie  1410.  i  believe 
government  reflation  of  financial  services  to  be  a  complex  and  difficult  process.  Both 
the  states  and  the  federal  government  have  met  mixed  success  in  their  efforts  to  protect 
the  publk:  In  this  ansa.  Improvements  in  our  regulatory  systems  must  continue  to  be 
made.  Consequently,  the  ability  to  resen/e  existing  consumer  protection,  financial 
soundness  and  solvency  measures  are  not  -in  my  view-  sufficient  to  protect  the  pubic. 
I  believe  that  state  and  federal  authority  to  adopt  new  reasonable  rDeasuies  must  be 
pfMsrved  and  that  the  NAFTA  prudential  exception  for  financial  services  does  this.  The 
lanfuage  is  both  broad  and  specific.  Furthermore,  we  have  received  a  number  of 
assurances  from  vartous  federal  officials  that  prudential  regulatton  is  not  affected  by 
NAFTA,  Including  differing  treatment  of  U.S.  and  non-U.S.  insurers. 
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The  effect  of  the  cros6-tx>rder  trade  provisions  have  also  been  of  particular 
concern,  especially  since  they  are  drafted  more  broadly  than  those  contained  in  the 
Ufuguay  Round  rinanclal  services  commitnnents.  Our  focus  has  been  on  whether 
NAFTA  would  create  new  rights  for  'unauthorized  insurers"  and  therefore  resthct 
regulators'  ability  to  protect  the  public.  The  Oepartnient  of  Treasury  has  assured  us  that 
the  prohibition  against  adopting  measures  restricting  cross-bottier  trade  by  financial 
service  providers  in  Article  1 404(1)  applies  only  to  new  measures  and  gives  no  new 
rights  to  unauthorized  insurers.  Further,  this  provision  automatically  reserves  ail  such 
existing  restrictions  and  Is  6ut>|ect  to  the  prudential  exception  in  any  event.  The 
provteions  of  Article  1 404(2)  permitting  persons  located  in  the  U.S.  to  purchase  any  line 
of  Insurance  on  an  unsolicited  basis  while  in  the  territory  of  Canada  or  Mexico  are, 
hCMMver,  without  reference  to  existing  law.  We  have  been  advised  by  the  Department 
of  Treasury  that  states  nxist  reserve  any  such  non-prudential  restrictions  they  wish  to 
preearve.  A  third  cross-border  provision.  Article  1405(3),  requires  national  treatment.  It 
is  our  understanding  that  this  meare  that  states  must  treat  Canadian  and  Mexican 
insurers  like  in-state  insurance  oompanies  under  'like  circumstances'  and,  therefore, 
dOM  not  affect  state  law  distinctions  between  domestic  (in-state)  and  foreign  (out-of- 
stade)  insurers. 

NAFTA  does  not  provide  for  state  paniclpatton  in  dispute  resolution.  Indeed,  state 
Insurance  regulators  -  as  a  party  ~  are  not  eligible  to  be  panel  participants  In  the  dispute 
reeolutton  process.  Under  these  drcumsumces,  effective  state  regulatton  can  be 
undermined  unless  there  are  careful  consultations  between  the  states  and  the  federal 
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govemment.  In  our  discussions  with  federal  representatives,  the  NAFTA  Working  Group 
has  emphasized  the  Importance  of  clear  and  adequate  procedures  in  this  area.  The 
National  Governors  Association  staff  has  made  specific  recommendations  for  the  f^lAFTA 
implementing  legislation  and  statement  of  administrative  action  that  would  formally 
Involve  the  states  m  preserving  their  atxlity  to  protect  the  public.  I  commend  those 
provisions  to  you. 

As  my  comments  may  imply,  state  regulators  and  staff  from  the  U.  S.  Department 
of  Commerce,  the  Department  of  Treasury  and  the  Office  of  the  United  States  Trade 
Representative  have  had  much  conversation  and  correspondence  regarding  regulators' 
quMtions  arxj  concerns  that  arose  during  the  drafting  process.  We  were  given  a 
standing  invitation  to  review  agreement  drafts  on  an  on-going  Isasis,  and  we  did.  The 
absence  of  any  fornnai  role  in  the  drafting  process  did,  however,  make  the  process  more 
dfMcult.  Briefings  were  ad  hoc,  and  it  was  never  clear  what  impact  comments  might 
have.  Nonetheless,  l  believe  that  the  NAFTA  Working  Group  was  generally  successful 
in  OMaining  necessary  ciarlftcations.  We  hope  to  have  tfie  opportunity  to  timely  review 
and  comment  on  the  f^FTA  implenwnting  legislation  and  staterrent  of  administrative 
action  to  assure  ttiat  our  concerns  relating  to  the  protection  of  the  public  are  addressed. 

NAFTA  requires  the  states  of  California,  Florida,  Illinois,  Ohio,  New  York  and 
Teiutt  to  reserve  existing  non-confomnlng  measures  by  January  1,  1994.  The 
DefBartment  of  Commerce  has  asked  for  our  initial  response  by  October  I5th.  Through 
the  NAIC,  the  states  are  working  together  to  identify  possible  non-conforming  measures, 
and  we  are  coordinating  our  respective  responses. 
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I  would  now  like  to  turn  to  the  remaining  questions  that  I  have  been  asked  to 
address  about  NAFTA's  efTects  on  the  U.S.  insurance  market:  possible  risks  to  U.S. 
companies  who  operate  in  Mexico;  possible  risks  to  policyhokjers  In  the  U.S.  and 
Maxico;  effects  on  state  guaranty  funds  and  guaranty  fund  protectk>n  for  U.S. 
poNcyhoKters  of   Mexican  Insurance  companies;  and  recommendations  for  stale  and 

federal  laws. 

Currently  the  United  States  and  Mexican  Insurance  markets  are  quKe  different. 
Lite  Canada's  insurance  market,  the  U.S.  insurance  maiket  is  a  "mr-Jure"  one.  meaning 
of  limited  growth  potential.  Indeed,  in  the  U.S.  the  average  annual  per  capita  insurance 
expanse  is  now  over  $2000.  By  way  of  contrast,  in  Mexico  this  figure  is  approximately 
$36.  Please  note  that  I  provide  these  figures  to  contrast  the  two  maikets.  not  to  endorse 
the  amount  of  money  U.S.  consumers  are  required  to  spend  on  insurance.  Mexico's 
insurance  market  is  growing  rapldly-real  growth  of  direct  premium  was  1 1 .7  percent  In 
1»1  and  20.5  percent  in  1992.  Mexico  has  40  insurance  companies  and  two 
raJnsurance  companies  with  a  total  premium  volume  of  about  $4  billion.  Again,  by  way 
of  contrast.  Texas  alone  has  2,586  insurers  licensed  to  do  twsiness  in  our  state  with 
approximately  $35  billion  in  premium. 

Mexican  insurer  aooees  to  U.S.  markets  is  already  falrty  open.  Non-U.S. 
insurance  firms  can  enter  most  states  through  at  least  one  of  several  means.  They  may 
enter  under  various  stales'  "state  of  entry"  laws  or  as  a  "foreign"  Insurer  after  admission 
unier  another  state's  state  of  entry  provision  or  as  a  surplus  lines  carrier.   AJthough 
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Mtxico  nas  aJready  begun  permitting  foreign  investment  in  its  insurance  sector,  there  are 
sifniflcant  barriers  to  U.  S.  insurance  firms  that  over  time  NAFTA  would  eliminate. 

Although  more  U.S.  activity  by  Mexican  insurance  firms  will  Increase  competition, 
I  do  not  believe  NAFTA  will  substantially  affect  the  U.S.  market,  given  the  current 
diftorences  in  size  between  the  two  insurance  markets,  i  do  believe  that  we  will  see 
many  more  Mexican  insurers  seeking  admission  into  the  U.S.,  and  there  will  be  new 
insurance  products  designed  to  meet  cross-border  insurance  needs,  whether  or  not 
NAFTA  18  ratified.  This  is,  in  port,  beeause  the  NAFTA  process  has  caused  states  to 
focus  on  their  provisions  for  non-U.S.  insurer  entry.  For  exarrple,  Texas  recently  passed 
a  new  state  of  entry  provision  designed  to  provide  Increased  access  to  the  Texas  market 
whHe  permitting  effective  regulatory  oversight.  Our  legislature  adopted  this  provision  in 
anticipation  of  NAFTA,  but  it  offers  beneficial  legal  reform  in  any  event.  Similtuly,  as  a 
result  of  dtecussions  begun  in  connection  with  the  Uruguay  Round,  the  NAIC  recently 
ado|Med  a  state  of  entry  nxxM  law. 

i  also  DeHeve  that  Mexico's  insurance  market  will  continue  to  grow  and  that  U.S. 
Insurer  interest  in  Mexico  will  remain  high.  The  recent  regulatory  changes  in  Mexloo, 
including  estabiishing  the  CNSF  in  1990,  appecu-  to  be  having  a  major  impact. 

Both  U.S.  and  Mexico  Insurance  firms  moe  additiona]  challenges  when  doing 
business  in  a  new  jurisdiction.  Legal  requirements  and  procedures  will  vary.  And  as 
with  any  new  muranoe  markei,  regulators  must  be  concerned  that  insurers  have 
suffloient  fmanciai  and  management  resources  to  handle  the  new  risks.  I  do  not  believe, 
however,  that  these  concerns  are  much  different  than  those  faced  when  an  insurer 
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moves  into  the  sale  of  insurance  products  sutjstantlally  ditferent  from  those  It  has 
prwiously  written.  It  is  the  responsibility  of  all  concerned  to  see  that  nianagement 
behaves  responsibly  and  that  regulators  do  their  Jobs  to  avoid  adverse  consunner  impact. 
The  possible  risks  to  U.S.  and  Mexican  policyholders  in  purchasing  Insurance  from 
an  insurer  operating  under  the  laws  of  another  country  may  include  possibto  differences 
in  asset  value  at  the  time  of  reptacement,  possible  currency  devaluation  or  conversion 
cost,  and  dtffering  legal  standards  and  judicial  systems.  Also,  under  current  Mexican 
taw,  a  Mexican  policyholder  would  be  forced  to  sue  a  U.S.  company  in  the  United  States 

rerther  than  In  Mexico. 

NAFTA  would  generally  not  affect  policyholder  guaranty  fund  righta.  Although 
sMe  guaranty  fund  laws  vary,  they  generally  operate  on  a  claimant  residency-based 
syelem.  Ordinarily,  the  guaranty  fund  of  the  claimant's  state  of  residence  or  the  state 
where  the  affected  property  is  located  is  responsible  for  payment  of  covered  claims  in 
the  event  of  insurer  insolvency.  Thus,  a  resident  U.S.  policyholders  purchase  of 
inaufince  from  a  Mexican  insurer  would  not  affect  guaranty  fund  eligibility  because 
residency  remains  unchanged. 

Since  Mexico  currently  does  not  have  a  guaranty  fund,  a  resident  of  Mexico  who 
purchased  insurance  from  a  U.  S.  Insurer  insolvent  at  the  time  of  claim  would  be  without 
cover^.  I  understand  that  the  CNSF  has  been  studying  the  creation  of  a  Mexican 
guaranty  fund  and  that  the  President  of  the  CNSF  has  directed  that  a  fund  be 
esMWished  by  next  December  in  order  for  residents  of  Mexico  to  be  simllarty  protected. 
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Possitiie  NAFTA  effects  on  state  guaranty  funds  tfiemsetves  would  appear  to  be 
neutral.  Although  I  have  some  concerns  atxiut  the  general  cKlequaoy  of  the  state 
guararrty  fund  system,  NAFTA  itself  does  not  appear  to  pose  additional  problems  for  the 
state  guaranty  funds.  There  have  been  a  number  of  serious  U.  S.  insurer  insolvencies, 
and,  in  fact,  many  state  guaranty  funds  pay  out  far  more  money  for  foreign",  or  out  of 
slate,  insolvencies  than  domestic  ones.  According  to  the  CNSF  within  the  past  ten 
years,  two  Mexican  Insurers  experienced  solvency  problems  requiring  regulatory  action, 
but  no  consumers  were  left  with  unpaid  claims.  Under  most  state  port  of  entry  laws,  the 
norvU.  S.  insurer  is  generally  treated  as  a  'domestic''  insurer  of  the  state  of  entry  for 
moet  purposes,  including  guaranty  fund  membership.  Again,  I  must  emphasize  that  it 
is  the  responsibility  of  both  regulators  and  Insurance  company  management  to  avoid 
adverse  effects  on  the  public. 

While  there  are  many  changes  in  state  and  federal  laws  that  I  would  recommend 
to  Improve  protection  of  insurance  consumers,  those  recommended  changes  are  not 
related  to  NAFTA  but  rather  to  insurance  regulation  generally. 

In  summary,  I  believe  that  consumer  protection  is  the  only  reason  for  insurance 
refulatlon.  Further,  I  believe  that  NAFTA  does  not  impair  state  insurance  regulators' 
aMity  to  protect  the  public.  I  base  this  view  of  NAFTA  on  the  strength  of  the  treaty's 
pruianttal  provision  and  the  quaHty  of  Mexico's  insurance  regulatory  system. 
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ADDITIONAL  TECHNICAL  QUESTIONS 
RAISED  BY  NAIC'S  NAFTA  WORKING  GROUP 

Issue:  Does  a  state  retain  authority  to  maintain  a  monopoly  such  as  a  workers 

compensation  fund? 

The  Treasury  Department  response  has  been  that 
neither  Chapters  14  or  15  prohibit  a  state  from 
designating  a  monopoly  for  provision  of  financial 
services  within  the  state.  This  is  axpllcitjy  stated  in 
Articles  1401(3)  &  1502.  Neither  the  national 
treatment  provisions  nor  any  other  provislorw  should 
affect  state  public  policy  concerns  in  this  area. 

Issue:  Are  state  antitrust  laws  affected? 

The  Treasury  Department  response  has  been  that 
state  antitrust  laws  should  not  be  impaured  unless 
otherwise  inconsistent  with  NAFTA.  Nonconforming 
trade  protection  provisions  may  be  reserved. 

Issue:  Do  Chapter  9  cross-border  trade  in  services  rules  apply  to  insurance  laws 

and  regulations? 

The  Treasury  Department  response  has  been  that 
Chapter  9  is  limited  to  the  services  described  within 
the  chapter. 

Issue:  Does  Chapter  21  'grandfather*  all  existing  state  tax  measures  that  are 

inconsistent  with  NAFTA? 

The  Treasury  Department  response  has  been  as 
fONows:  That  NAFTA  does  not  apply  to  taxation 
measures  except  as  provided  in  Article  21 03  regarding 
taxation.  This  Article  generally  does  not  impose 
obtigations  on  a  Party  regarding  the  taxation  of  the 
income  of  Insurance  service  providers  of  other  Parties. 
Article  2103(4)(a)  imposes  a  national  treatment 
obllgMion,  subject  to  any  rights  or  obligations  under  a 
tax  convention.  With  respect  to  most  tax  measures 
other  than  income  tax  measures,  Article  2103<4)(b) 
requires  natlonaJ  treatment  and  most-favored  nation 
treatment,  sub^  to  an  override  fOr  tax  conventions. 
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The  broad  obligations  in  anicie  2103  have  oenain 
excdption6: 

•  an  exception  from  most-favored  nation 
treatment  for  advantages  granted  under  tax 
conventions  (Art,  2103(4)(o)); 

•  "grandfathering"  of  existing  non-conforming 
tax  measures  (Art.  2l03(4)(d-f)): 

•  an  exception  for  non-conforming  nwasuree 
that  are  "aimed  at  ensuring  the  equitable  and 
effective  imposition  or  collection  of  taxes'  so 
long  as  such  nrteasure  does  not  arbitrarily 
discriminate  or  artjttrarily  nullify  or  impair 
benefits  under  (Art.  2l03(4)(g));  ami  an 
exception 

•  permitting  Mexico  to  enact  an  excise  tax  on 
insurance  premiums  similar  to  that  imposed  by 
the  United  States  or  Canada  (Art.  2l03<4}(h)). 

Finally,  Article  2103(8)  applies  NAFTA  expropriation 
disciplines  under  Article  iilO  of  the  Agreenwnt  to 
taxes. 

iMue:  Is  Chapter  14  applicable  to  Canadian  agents  and  brokers? 

The  Treasu7  Department  response  has  been  that 
hJAFTA's  financial  services  chapter  applies  to  financial 
institutions  and  tt\at  only  regulated  and  supervised 
financial  institutions  are  covered  by  the  provisiorw  of 
Chapter  14.  Further,  entitles  that  are  not  financial 
institutions  will  be  covered  either  by  the  investment 
chapter,  Chapter  1 1 ,  or  the  general  cross-border  trade 
in  services  chapter,  Chapter  12. 

The  Treasury  Department  has  further  commented  that 
Article  1416  defines  a  financial  institution  as  'any 
finarxnal  intermediary  or  other  enterprise  that  is 
autfioflzed  to  do  business  and  is  regulated  or 
supervised  as  a  financial  institution  under  the  law  of 
the  Party  in  whose  terrttory"  the  financial  institution  is 
located;  thus,  to  the  extent  Canadlem  brokers  and 
agents  are  'regulated  or  supervised'  in  Canada,  they 
will  be  covered  by  Chapter  14. 
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For  Release  Upon  Delivery 
Expected  at  10  AM 

TESTIMONY  OF  BARRY  S.  NEWMAN 
DEPUTY  ASSISTANT  SECRETARY  OF  THE  TREASURY  FOR 
INTERNATIONAL  MONETARY  AND  FINANCIAL  POLICY 
BEFORE  THE 
COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS 
UNITED  STATES  HOUSE  OF  REPRESENTATIVES 

SEPTEMBER  28,  1993 

Mr.  Chairman  and  members  of  the  Committee,  it  is  a  pleasure  to 
have  this  opportunity  to  testify  on  the  financial  services 
provisions  of  the  North  American  Free  Trade  Agreement.   The  NAFTA 
is  a  watershed  in  international  financial  relations  and  will  help 
to  create  a  strong,  competitive  and  sound  North  American 
financial  market. 

The  Agreement  is  the  product  of  intense  negotiations  over  more 
than  a  year  and  meets  three  major  U.S.  objectives  in  the 
negotiations.   First,  the  Agreement  will  provide  comprehensive 
rules  to  govern  trade  and  investment  in  financial  services  within 
North  America.   Second,  NAFTA  will  guarantee  new  substantial 
access  to  Mexico  for  U.S.  banks,  securities  firms,  insurance 
companies  and  other  financial  institutions.   Finally,  the 
Agreement  will  protect  the  right  of  U.S.  regulators  to  regulate 
financial  services,  thus  ensuring  the  continued  stability  and 
integrity  of  the  U.S.  financial  market. 

The  Rules  Governing  Financial  Services 

A  key  U.S.  negotiating  objective  was  to  achieve  a  financial 
services  agreement  with  clear  legally  binding  rules.   This 
reflected  our  view  that  such  rules  would  provide  for  maximum 
liberalization  in  a  situation  where  the  U.S.  market  was  open  but 
Mexico  was  closed.   Moreover,  a  rules-based  text  will  provide 
future  safeguards  against  possible  discriminatory  actions  by 
establishing  general  principles  with  which  to  assess  governmental 
actions. 

There  are  seven  basic  rules  in  the  NAFTA  financial  services 
chapter: 

•    Right  of  Establishment.      Each  NAFTA  country  must  permit 
investors  from  the  other  NAFTA  countries  to  establish  financial 
institutions  within  its  territory  on  a  non-discriminatory  basis. 
Each  NAFTA  country  is  permitted  to  determine  the  form  of 
establishment  within  its  territory.   Thus,  the  United  States  will 
continue  to  permit  entry  for  banks  either  in  the  form  of  branches 
or  subsidiaries.   Canada  will  continue  to  require  establishment 
in  the  form  of  a  subsidiary,  as  is  now  the  case  under  the  US- 
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Canada  FTA.   Mexico  has  indicated  that  it  also  intends  to  require 
subsidiaries. 

The  Agreement  recognizes,  however,  that  in  principle  investors 
should  have  the  right  to  choose  the  form  of  establishment  — 
branch  or  subsidiary  —  that  best  meets  their  particular  needs. 
Consequently,  the  Agreement  provides  for  future  negotiation  of  a 
right  to  branch  throughout  North  America  in  the  event  that  future 
financial  reforms  in  the  United  States  permit  nationwide  banking. 

•  Cross-Border  Trade.      Generally,  the  NAFTA  countries  cannot 
reduce  the  cross-border  activities  presently  permitted  under 
their  law.    The  Parties  must  also  permit  their  consumers  to 
purchase  financial  services  on  their  own  initiative  in  other 
NAFTA  markets.   An  exception  to  this  exists  in  the  case  of 
securities  transactions  in  Canada  and  the  United  States.   In  this 
sector,  Canada  refused  to  bind  its  present  regime  because  it 
viewed  cross-border  access  into  the  United  States  to  be  limited. 
Consequently,  the  United  States  does  not  extend  the  standstill  to 
Canadian  cross-border  trade  in  securities  in  our  market. 

•  National   Treatment.      Each  country  must  provide  firms  from 
other  NAFTA  countries  no  less  favorable  treatment,  including 
equal  competitive  opportunities,  as  it  provides  domestic  firms  in 
similar  circumstances.   This  will  mean  that  U.S.  firms  in  Mexico 
will  have  the  same  business  opportunities  as  their  Mexican 
competitors. 

•  Most-Favored-Nation    (MFN)    Treatment.      No  NAFTA  country  may 
treat  financial  firms  from  another  NAFTA  country  less  favorably 
than  it  treats  similarly  situated  financial  firms  from  any  other 
country,  including  non-NAFTA  countries.   For  example,  a  Mexican 
law  that  treats  U.S.  banks  differently  from  Canadian  or  Japanese 
banks  would  generally  violate  the  MFN  requirement. 

•  New  Financial   Services   and  Data   Processing .      Each  NAFTA 
country  must  permit  financial  institutions  from  other  NAFTA 
countries  to  offer  new  services  that  are  similar  to  those  already 
permitted  under  its  domestic  law.   This  will  allow  U.S.  financial 
service  firms,  the  most  innovative  in  the  world,  to  provide  the 
same  products  and  services  in  Mexico  that  they  can  at  home, 
subject  to  normal  regulatory  approval.   Foreign  financial  firms 
also  have  the  right  to  transfer  data  from  one  NAFTA  country  to 
another  for  processing. 

•  Senior  Management  and  Boards  of  Directors.      Financial 
institutions  in  one  NAFTA  country  owned  by  persons  from  other 
NAFTA  countries  may  hire  senior  management  and  other  essential 
personnel  regardless  of  their  nationality.   In  addition,  the 
board  of  directors  of  a  financial  institution  owned  by  NAFTA 
investors  may  not  be  required  to  include  more  than  a  simple 
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majority  of  members  who  are  nationals  or  residents  of  a 
particular  NAFTA  country. 

•    Transparency  of  Regulation.      Each  NAFTA  Party  is  generally 
required  to  provide  its  financial  laws  and  regulations  to 
interested  persons  in  advance  and  to  permit  those  persons  to 
comment  upon  the  measures.   In  addition,  applications  must 
generally  be  acted  upon  within  120  days  once  all  the  necessary 
information  is  provided  to  the  regulatory  authorities. 

Each  NAFTA  country  is  permitted  to  continue  to  enforce  existing 
laws  that  do  not  conform  to  these  basic  rules  —  other  than 
transparency  —  by  listing  them  in  its  schedule  to  Annex  VII  of 
the  NAFTA.   The  United  States  has  already  listed  all  present 
Federal  measures  that  do  not  conform  with  the  Agreement  in  order 
to  "grandfather"  them  under  the  Agreement.   State  laws  will  also 
be  grandfathered  by  being  formally  notified  to  the  other  NAFTA 
Parties  on  or  after  the  entry  into  force  of  the  NAFTA.   The 
Federal  government  is  presently  engaged  in  a  comprehensive  effort 
to  identify  these  state  measures  in  close  cooperation  with  state 
regulators  in  the  banking,  insurance  and  securities  areas. 

Aside  from  the  basic  financial  services  rules,  the  NAFTA  also 
contains  a  number  of  very  important  investment  protections  for 
U.S.  financial  firms.   For  example,  NAFTA  investments  in 
financial  institutions  cannot  be  subject  to  unreasonable 
expropriation  by  another  NAFTA  country.   In  addition,  a  NAFTA 
country  is  not  permitted  to  restrict  the  transfer  of  profits  out 
of  its  territory  except  for  prudential  reasons.   Any  violation  of 
an  investment  protection  will  permit  an  investor  to  bring  a 
direct  action  against  the  offending  NAFTA  country  for  the 
financial  harm  caused  by  the  violation. 

No  legal  agreement  would  be  complete  without  a  way  to  resolve 
disputes.   Under  the  Agreement,  a  NAFTA  country  will  be  able  to 
refer  to  a  government-to-government  dispute  settlement  mechanism 
to  decide  an  issue  concerning  the  breach  of  the  Agreement's 
obligations.   When  an  action  arises,  a  panel  of  qualified 
individuals  would  be  selected  to  decide  the  dispute  by  the 
countries  involved.   These  panelists  can  either  be  members  of 
standing  rosters  of  financial  and  trade  experts  established  under 
the  Agreement,  or  outside  experts. 

Once  the  panel  decides  that  an  action  has  violated  the  Agreement, 
the  country  in  violation  must  either  conform  to  the  ruling  or 
provide  some  form  of  compensation  to  the  other  country.   If  no 
resolution  of  the  issue  is  reached,  the  other  country  can  then 
"suspend  benefits"  or  retaliate  —  that  is  take  action 
inconsistent  with  the  Agreement  —  to  remedy  the  situation. 
However,  the  action  taken  must  be  in  the  financial  sector. 
Likewise,  disputes  outside  the  financial  sector  cannot  be  the 
basis  for  retaliation  inside  the  financial  sector. 
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Mexican  Financial  Liberalization 

The  application  of  these  NAFTA  rules  will  be  the  culmination  of 
an  historic  transformation  in  Mexico's  financial  market.   Just 
over  ten  years  ago,  a  hearing  in  this  room  would  have  discussed 
the  Mexican  debt  crisis  and  the  decision  by  Mexico  to  nationalize 
its  banking  system.   At  that  time,  there  was  only  one  foreign 
bank  established  in  Mexico,  as  all  other  institutions  had  been 
forced  to  leave  in  the  1940s. 

Since  1986,  Mexico  has  taken  serious  steps  to  remedy  this 
situation.   Under  President  Salinas,  Mexico  implemented  a  fiscal 
and  monetary  program  that  provided  a  stable  environment  for 
business  in  Mexico.   Mexico  restructured  its  private  and  public 
sector  debt,  retiring  vast  amounts  of  exposure  to  U.S.  and  other 
international  banks.   Mexico  privatized  its  nationalized  banks 
and  reformed  its  financial  laws,  allowing  banks  and  securities 
firms  to  affiliate  and  awarding  new  licenses.   The  opening  of  the 
Mexican  market  to  foreign  competition  under  NAFTA  is  a  necessary 
condition  for  Mexico's  return  to  good  standing  in  the 
international  financial  markets. 

Under  NAFTA,  our  financial  firms  will  be  able  to  establish  in 
Mexico  wholly  owned  subsidiaries  beginning  on  the  first  day  of 
the  Agreement.   This  is  a  vast  improvement  over  present  Mexican 
law  where  U.S.  firms  are  limited  to  minority  positions  in 
existing  Mexican  institutions.   Once  established,  U.S.  firms  will 
have  all  the  business  opportunities  provided  to  Mexican  firms 
with  a  legal  guarantee  of  national  treatment  under  the  Agreement. 

The  Agreement  provides  Mexico  a  transition  period  during  which 
access  by  foreign  financial  institutions  may  be  limited.   This 
will  provide  Mexico  with  breathing  space  to  implement  the  recent 
changes  in  its  domestic  market.   During  the  first  six  years  of 
the  Agreement,  Mexico  may  limit  the  individual  size  and  aggregate 
market  share  of  U.S.  and  Canadian  banks,  securities  firms, 
finance  companies  and  insurance  companies.   After  this  initial 
period,  Mexico  may  impose  a  further  temporary  safeguard  if  the 
capitalization  of  U.S.  and  Canadian  banks  or  securities  firms 
reaches  25  percent  or  30  percent,  respectively,  of  the  Mexican 
market. 

We  believe  that  these  transitional  arrangements  are  reasonable 
because  they  will  not  constrain  U.S.  firms.   In  fact,  these 
temporary  limits  on  potential  U.S.  market  share  under  NAFTA  reach 
levels  larger  than  our  firms  have  been  able  to  achieve  in  most 
other  international  foreign  markets. 

NAFTA  also  improves  access  by  non-traditional  lenders  in  the 
United  States  such  as  the  financing  arms  of  U.S.  automobile 
companies,  industrial  lenders  like  GE  Capital,  and  travel-related 
firms  like  American  Express.   At  present  such  companies  find  it 
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difficult  to  compete  in  Mexico  because  they  must  fund  their 
operations  with  dollars  or  borrowing  from  Mexican  banks.   The 
NAFTA  will  enable  them  to  finance  their  operations  directly  in 
the  Mexican  market,  thereby  enabling  them  to  fund  sales  of  U.S. 
automobiles,  capital  and  consumer  goods,  and  services. 

The  opening  of  the  Mexican  financial  market  will  benefit  the 
United  States  both  inside  and  outside  the  financial  sector.   In 
the  financial  sector  the  NAFTA  opens  up  a  new  and  lucrative 
financial  market  to  our  financial  service  firms.   Our  industry  is 
one  of  the  most  competitive  in  the  world,  and  this  market  opening 
should  create  skilled  jobs  within  the  industry  in  the  United 
States. 

NAFTA  will  also  promote  the  stability  of  our  firms.   Increased 
profits  for  U.S.  firms  in  Mexico  will  strengthen  the  balance 
sheets  of  the  U.S.  parent  companies.   The  ability  of  the  Mexican 
subsidiaries  of  U.S.  banks  to  conduct  business  in  pesos  means 
that  these  subsidiaries  will  not  carry  the  foreign  exchange  risk 
that  arises  from  cross-border  lending. 

The  gains  for  the  United  States  outside  the  financial  sector 
should  also  be  significant.   New  sources  of  financing  for  U.S. 
exports  to  Mexico  will  be  generated  through  the  increased 
presence  of  U.S.  firms  in  Mexico.   Increased  competition  in 
Mexico  should  also  lead  to  a  more  efficient  use  of  domestic 
savings,  which  will  mean  a  higher  economic  growth  rate  and 
greater  levels  of  imports.   As  is  well  known,  U.S.  exporters 
supply  roughly  two-thirds  of  Mexico's  imports.   The  final  result 
will  be  more  jobs  here. 

Protecting  the  Stability  and  Integrity  of  the  U.S.  Market 

A  final  and  crucial  objective  of  the  United  States  in  the 
negotiating  process  was  obtaining  an  Agreement  that  protected  the 
U.S.  financial  system.   NAFTA  does  this. 

NAFTA  requires  no  change  in  U.S.  financial  laws  and  regulations 
as  they  are  enforced  today.   Nothing  in  the  Agreement  calls  into 
question  our  current  regulatory  framework,  including  the 
continued  separation  of  commercial  banking  and  investment  banking 
as  required  under  the  Glass-Steagall  Act.   NAFTA  permits  each 
country  to  structure  its  financial  system  according  to  its  own 
domestic  imperatives.   The  only  condition  is  that  new  measures 
cannot  discriminate  against  NAFTA  country  firms. 

The  Agreement  also  has  a  specific  provision  affirming  the  right 
of  financial  regulators  to  take  measures  for  the  protection  of 
the  stability  and  integrity  of  the  financial  system,  the 
protection  of  investors,  consumers  and  others  involved  in  the 
financial  markets.   This  "prudential  carve-out"  permits  a 
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reasonable  prudential  measure  to  be  taken  notwithstanding  any 
other  provision  of  the  financial  services  chapter. 

Finally,  a  safe  and  sound  financial  system  will  be  promoted 
indirectly  by  the  increased  business  arising  from  NAFTA. 
Cooperation  between  regulators  and  law  enforcement  agencies  will 
improve  within  North  America  as  the  volume  of  investment  and 
trade  increases  among  the  NAFTA  countries.   Within  the  Treasury 
Department,  present  bilateral  efforts  involving  the  Mexican 
Treasury  on  money  laundering,  customs,  and  tax  collection  will  be 
increased  under  NAFTA. 

Negotiation  of  the  Chapter 

The  success  of  the  NAFTA  in  financial  services  was  due  in  part  to 
how  the  Chapter  was  negotiated.   The  U.S.  negotiating  team  on 
financial  services  in  the  NAFTA  was  led  by  the  Treasury 
Department  with  respect  to  banking  and  securities,  and  Department 
of  Commerce  officials  with  respect  to  insurance  issues.   In 
addition,  the  Securities  and  Exchange  Commission,  the  Federal 
Reserve  Board,  the  Comptroller  of  the  Currency  and  the  Commodity 
Futures  Trading  Commission  provided  staff  to  advise  the  Executive 
branch  negotiators  and  participate  in  the  negotiations.   State 
regulators  and  Congressional  staff  were  consulted  throughout  the 
negotiations. 

This  negotiation  was  an  example  of  successful  cooperation  between 
government  and  industry  in  the  financial  services  area.   The 
Federal  government  engaged  in  numerous  briefings  of  industry 
groups  throughout  the  negotiation  and  solicited  many  individual 
points  of  view  in  preparing  negotiating  dociiments  and  positions. 

The  government  also  consulted  with  the  official  advisory  bodies 
set  up  to  monitor  trade  negotiations,  the  Services  Policy 
Advisory  Committee  (SPAC)  and  the  Industry  Sector  Advisory 
Committee  for  Services  (ISAC-13) .   Both  of  these  committees  have 
prepared  reports  favorable  to  the  Chapter. 

Conclusion 

The  NAFTA  is  a  watershed  in  financial  relations  in  the  Americas. 
Its  comprehensive  rules  will  form  the  basis  for  a  world- 
competitive  and  safe  North  American  financial  market  whose  center 
will  be  the  markets  of  the  United  States.   The  short-  and  medium- 
term  gains  to  the  United  States  from  Mexican  liberalization  will 
come  from  both  inside  and  outside  the  financial  sector,  as  U.S. 
financial  firms  increase  their  business  opportunities  and  non- 
financial  firms  enjoy  cheaper  and  better  financial  services  to 
facilitate  their  trade  in  the  hemisphere.   Regulators  and  law 
enforcement  personnel  will  be  able  to  continue  to  fulfill  their 
responsibilities  while  working  with  their  Mexican  and  Canadian 
counterparts  to  improve  the  stability  and  integrity  of  the 
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financial  system  as  trade  increases  under  NAFTA.   It  is  for  these 
reasons  that  the  NAFTA  financial  services  agreement  has  been 
strongly  supported  by  all  elements  of  the  U.S.  financial  services 
industry. 

Thank  you. 
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DEPARTMENT  OF  THE  TREASURY 

WASHINGTON 

October  25,  1993 

Mr.  Llewell^-n  Pascoe 

The  Honorable  Henry  B.  Gonzalez  ^"^"^   ="3"'  ^ 

Chairman  Department  of  Treasury 

Committee  on  Banking,  Finance 

and  Urban  Affairs 
U.S.  House  of  Representatives 
Washington,  DC   20515-6050 

Dear  Mr.  Chairman: 

I  am  pleased  to  respond  to  your  letter  of  October  13, 
reofuesting  additional  information  relative  to  the  testimony  I 
gave  to  the  Committee  on  Banking,  Finance  and  Urban  Affairs  on 
September  28,  concerning  the  financial  services  chapter  of  the 
North  American  Free  Trade  Agreement  (NAFTA) . 

Enclosed  is  a  list  of  the  Federal  entities  which  parti- 
cipated in  the  negotiations  of  the  financial  services  chapter  of 
NAFTA.   State  and  local  governments  did  not  participate  in  the 
negotiations.   We  did,  however,  consult  with  the  Department  of 
Banking  of  the  State  of  Texas  as  well  as  the  Conference  of  State 
Bank  Regulators  and  the  National  Association  of  Insurance 
Commissioners . 

Also  attached  is  a  list  of  private  sector  organizations  with 
which  we  consulted  during  the  negotiations. 

Treasury  and/or  Commerce  officials  participated  in  all  the 
meetings  of  the  SPAC  and  ISAC-13  held  during  the  course  of  the 
negotiations  to  brief  them  on  ongoing  developments  and  solicit 
their  views  on  outstanding  issues. 

The  other  private  sector  groups  were  consulted  on  an 
informal  basis,  usually  between  each  meeting  of  the  working 
group.   We  held  one  meeting  with  the  president  of  the  Texas 
Bankers  Association  and  the  Deputy  Commissioner  of  the  Depart- 
ment of  Banking  for  the  state  of  Texas.   We  held  one  round  table 
session  with  representatives  of  Texas  banks  in  the  Rio  Grande 
valley. 

In  response  to  your  third  request,  I  am  attaching  a  list  of 
the  trilateral  meetings  held  to  negotiate  the  financial  services 
chapter  of  the  NAFTA.   The  U.S.  delegation  to  these  negotiating 
sessions  was  led  by  either  the  then-Assistant  Secretary  of  the 
Treasury,  Olin  Wethington,  or  myself  in  conjunction  with  Ms. 
Linda  Powers,  who  was  Deputy  Assistant  Secretary  of  the  Commerce 
Department  for  Service  Industries  and  Finance.   The  Canadian 
delegation  was  led  by  Assistant  Deputy  Minister  of  Finance, 
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Nicholas  Le  Pan  or  Frank  Swedlove,  Assistant  Director,  Financial 
Institutions  Division,  Finance  Department.   The  Mexican 
delegation  was  led  by  the  Under  Secretary  of  Finance  and  Public 
Credit,  Guillermo  Ortiz,  or  by  Dr.  Raul  Ramos  of  the  Secretariat 
for  Commerce  or  by  Lie.  Marco  Provencio,  Director  General  for 
International  Affairs,  Secretariat  of  Finance  and  Public  Credit. 

I  hope  this  information  answers  your  questions.   Please  let 
me  know  if  I  can  be  of  further  assistance. 

Sincerely, 


Barry  S.  Newman 
Deputy  Assistant  Secretary 
International  Monetary  &  Financial  Policy 
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October    i3,     1993  a.2ii.k,.i., 


Mr.  Barry  F.  Newman 

0«pury  Assistant  Secretary 

International  Monetary  Affairs 

Depai-tment  of  Treasury 

1500  Pennsylvania  Avenue,  N.W. 

Washington,  D.C.   20220 

Dear  Mr.  Newaan: 

ThanX  you  for  your  recent  testinony  before  the  Banking 
Committee  on  the  North  American  Free  Trade  Agreement.  The 
Committee  is  in  need  of  additional  specific  information  relative 
to  your  testimony.  Accordingly/  please  provide  the  Committee  with 
the  following  information  relative  to  the  financial  servicas 
provisions  of  the  agreement: 

1.  A  list  of  every  Federal,  state  or  local  governmental 
entity  which  participated  in  negotiations  or  meetings; 

2.  A  list  of  every  group,  association  or  organization  which 
was  consulted  or  briefed  on  the  negotiations,  including  a  list  of 
the  membership  of  each  such  group,  association  or  organization,  the 
name  of  any  firm,  company  or  person  that  received  individual 
consultations  or  briefings,  and  the  frequency  of  all  such 
consultations  or  briefings;  and 

3.  A  list  of  every  meeting  or  negotiating  session  between  the 
parties,  the  precise  location  of  the  meeting  or  negotiating 
session,  and  the  attendees  frost  all  three  countries. 

Please  provide  this  information  by  October  20,  1993.  Your 
prompt  attention  to  this  request  is  appreciated. 


Com 
Chairman 
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FEDERAL  ENTITIES 

WHICH  PARTICIPATED  IN  THE  NEGOTIATION  OF  THE 

FINANCIAL  SERVICES  CHAPTER  OF  THE  NAFTA 


Department  of  the  Treasury 

Department  of  Commerce 

Department  of  State 

Office  of  the  U.S.  Trade  Representative 

Office  of  the  Comptroller  of  the  Currency 

Securities  and  Exchange  Commission 

Board  of  Governors  of  the  Federal  Reserve  System 

Commodity  Futures  Trading  Commission 
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GROUPS  CONSULTED  DURING  NEGOTIATION  OP  THE 
FINANCIAL  SERVICES  CHAPTER  OP  NAPTA 


Private  Sector  Advisory  Committees  for  Trade  Negotiations 

Services  Policy  Advisory  Committee  (SPAC) 

Industry  Sector  Advisory  Committee  for  Services  (ISAC-13) 

Other  Private  Sector  Groups  Consulted 

Coalition  of  Service  Industries,  Financial  Services  Group 
(CSI,FSG) 

Bankers  Association  for  Foreign  Trade  (BAFT) 

Texas  Bankers  Association 

Securities  Industry  Association  (SIA) 

Investment  Company  Institute  (ICI) 

American  Financial  Services  Association  (AFSA) 


October  19,  1993 
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ATTACHED  ARE  LISTS  OF  THE  MEMBERSHIP  OF  ADVISORY 
COMMITTEES  AND  COMPANIES  AND  INDIVIDUALS  THAT 
REPRESENTED  VARIOUS  ORGANIZATIONS  OF  FINANCIAL 
SERVICES  COMPANIES  WITH  AN  INTEREST  IN  THE 
FINANCIAL  SERVICES  CHAPTER  OF  THE  NAFTA 
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Office  of  Private  Sactor  Liaison 

Office  of  the  United  States  Trade  Representative 

Private  Sector  Advisory  CoaBitteos . 

MEMBERSHIP  REPORT  BV  COMMITTEE 

SPAC -Office  of  Private  Sector  Liaison 


Mr.  Harold  L.  Adams 

Chairman 

RTKL  Associates  Inc. 

Commerce  Place 

One  South  Street 

Baltimore,  MD  21202-0000  () 

(410)  528-8600        (410)  385-2455 


Hr.  Jason  A.  Barman 
President 

Recording  Industry  Association 
1020  19th  Street,  N.W. 
Suite  200 

Washinefton,  DC  20036-0000  (1) 
(202)  775-0101        (202)  775-7253 


Mr.  John  H.  Adams 

Executive  Director 

Natural  Resources  Defense  Council 

4  0  West  20th  Street 

New  York,  NY  10011-0000  () 

(212)  727-2700       (212)  727-1773 


Hr.  John  E.  Berndt 

President 

AT&T  Communications 

295  North  Maple  Avenue 

Room  1240M2 

BasJcing  Ridge,    NJ   07920-0000    (12) 

(908)     221-8801  (908)    221-4668 


Mr.  Lester  M.  Alberthal,  Jr. 

Chairman  of  the  Board,  President  an 

Electronic  Data  Systems  Corporation 

7171  Forest  Lane 

Suite  A700 

Dallas,  TX  75230-0000  () 

(214)  490-2100        (214)  661-6043 


Mr.  Wayne  S.  Bishop 
Partner 

Ackcrson  (  Bishop 
1275  Pennsylvania  Avenue,  N.W. 
Suite  1100 

Washington,  DC  20005-0000  (i) 
(202)  637-0319       (202)  628-024X 


Mr.  Morton  Bahr 

President 

Room  1102 

Communications  Workers  of  America 

501  3rd  Street,  N.w. 

Washington,  DC  20001-2797  (1) 

(202)  434-1100       (202)  434-1139 


Mr.  Phillip  S.  Bradley 

Chairman  of  the  Board 

World  Fuel  Service,  Incorporated 

700  Royal  South  Poinciana  Blvd. 

Suite  800 

Miami  Springs,  FL  33166-0000  () 

(305)  883-8554        (305)  887-264i 


Mr.  Sam  Barshop 

Chairman  of  the  Board  and  President 

La  Quinta  Motor  Inns,  Inc. 

10010  San  Pedro 

San  Antonio,  TX  78216-0000  (20) 

(210)  366-6056       (^lO)  366-6016 


Kr.  Lewis  Coleman 

Vice-chairman 

Bank  of  America 

555  California  Street 

San  Fancisco,  CA  94104-0000  () 

(415)  622-5783        (415)  398-826 
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Offica  of  Private  Sector  LiaisoD 

Office  of  the  Dnited  states  Trade  Representative 

Private  Sector  Advisory  Conaaittees 

MEMBERSHIP  REPORT  BY  COMMITTEE 

SPAC-Office  of  Private  Sector  Liaison 


Mr.  John  M.  Damgard 

President 

Futures    Industry   Association 

2001   Pennsylvania   Avenue,    N.W. 

Suite    600 

Washington,    DC    20006-1807    (1) 

(202)     466-5460  r202)     296-3184 


Mr.  W.  Grant  Gregory 
Chaiman 

Gregory  t  Hoeneaeyer,  Inc. 
375  Park  Avenue 
suite  307 

New  XorJc,  NY  10152-0000  () 
(212)  758-7300        (212)  758-1399 


Ms.  Patricia  de  Stacey  Harrison 

President 

E.    Bruce  Harrison  Company 

144  0   New  York  Avenue 

Suite   3  00 

Washington,  DC  20005-0000  () 

(ZOX)  638-1200        ^t02)  639-8685 


Hon.  Alan  Holner 
Sldley  (  Austin 
1722  I  Street,  M.W. 
Washington,  DC  20006-0000  () 
(202)  736-8034       (202)  736-8711 


Mr.  Kenneth  M.  Duhcrstein 

Chairman  and  Chief  Executive  Office 

The  Duber stein  Group   Inc. 

2100  Pennsylvania  Avenue,  NW 

Suite  3  50 

Washington,    DC   20037-0000    () 

(202)    728-1100  i202)    728-1123 


Mr.    cordell  w.   Hull 

Executive  Vice  President   and  Oirec 

Bechtel  Group  Inc. 

Fifty  Beale  Street,   23rd  Fl. 

San  Francisco,    CA  94105-0000    (5) 

(415)  768-5727       (415)  768-9573 


Dr.  Isaiah  Fran)c 

Director  of  International  Econonics 
The  Johns  Hopkins  University 
School  of  Advanced  Xrt'l  Studies 
1740  Massachusetts  Arenue,  N.W. 
Washington,  DC  20036-0000  (1) 
(202)  663-5685        (202)  663-5683 


Hr.  Yong  C.  Kia 

Chairman  and  Chief  Executive  Off 

Y.Y.K.  Enterprises,  Inc. 

1020  44th  Avenue 

Oa)cland,  CA  94601-0000  () 

(510)  532-2330       (510)  532-302* 


Mr.  Harry  L.  Freeman 

ISTI 

1129  20th  Street,  N.W. 

Suite  800 

Washington,    DC  20036-0000    (1) 

(301)     986-5299  (301)     951-3641 


Mr.  Drew  Lewis 

Chairman,  President  and  Cblef  Exec 

Union  Pacific  corporation 

Eigth  and  Eaton  Avenues 

Bethlehea,  PA  18018-0000  () 

(215)  861-3333       (215)  861-339 


122 


ocfic*  of  Private  Sector  Liaison 

Office  of  the  United  States  Trade  Representative 

Private  Sector  Advisory  Committess 

HEKBERSHIP  REPORT  BY  COMMITTEZ 

SPAC-Office  of  Private  Sector  U.aison 


Ms.  Barbara  L.  Lindemann 
Seyfarth,  Shaw,  Fairveatber  &  Geral 
2029  Century  Park  East  -  Suite  3300 
Los  Angeles,  CA  90067-0000  (23) 
(310)  277-7200        (310)  201-5219 


Mr.  Thonas  J.  Pritzker 

President 

Hyatt  Corporation 

200  W.  Madison  -  38th  Fl. 

Chicago,  IL  6O606-0000  (7) 

(312)  750-8101       (312)  920-2395 


Mr.  Robert  F.  McDermott 

Chairman 

United  Services  Automobile  Associat 

USAA  Building 

9800  FredericJcsburg 

San  Antonio,  TX  78288-0000  () 

(210)  498-4050       (210)  498-0400 


Mr.  Robert  A.  Ravitz 

Executive  Vice  President 

Grey  Advertising  Inc. 

777  Third  Avenue 

New  YorJc,  NY  10017-0000  (IS) 

(212)  546-2000        (212)  546-1495 


Mr.  Henry  L.  Michel 
Chairman 

Parsons  Brinc]cerhof£  Inc. 
one  Penn  Plaza 
New  York,  :ri   10119-0000  (17) 
(212)  465-5002       (212)  465-5333 


Mr.  John  S.  Reed 

Cbainum 

Citicorp 

399  Park  Avenue 

New  York,  NY  10043-0000  (16) 

(212)  559-2732       (212)  559-5138 


Mr.  R.  Eric  Miller 

Chairman  and  Chief  executive  Office 

Miller-Kerr,  Inc. 

P.O.  Box  1665 

Valdosts,  GA  31603-1665  () 

(912)  244-4902        (912)  244-2922 


Mr.  Ed  L.  Romero 

President  and  Founder 

Advanced  Sciences,  Incorporated 

6739  Academy  HE 

Albuquerque,  NM  87110-0000  () 

(505)  823-6801       (505)  823-6827 


Mr.  James  R.  Paul 

President  and  Chief  Executive  Offic 

The  Coastal  Corporation 

9  Greenway  Plaza 

Houston,  TX  77046-0000  (22) 

(713)  877-6913        (713)  877-3375 


Mr.  Jerry  D.  Rucker 

Dooley,  Rucker,  Maris  and  Foxnan 

3102  Oak 'Lawn  Avenue 

The  Centrum  Suite  lOOO.LBlSO 

Dallas,  TX  75219-0000  (5) 

(214)  443-0000       (214)  443-031 
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Office  of  Private  S*ctor  Liaison 

Offic*  of  th*  United   States  Trade  Representative 

Private   Sector  Advisory   Cnraaittees 

KEHBERSHIP    REPORT    BY    COKKriTEE 

SPAC-0££ice   of  Private   Sector  Liaison 


Mr.    Donald   J.    Schneider 

President 

Schneider  National,  2nc. 

P.O.  Box  2545 

Green  Bay,    WI    543  06-0000    (] 

(414)     592-3900  (414)    592-3063 


Mr.    Jedm  J.    Sweeney 

President 

ATL-CIO 

Service  E^Ioyees  Int'l  Union 

1313    L  Street,    N.W. 

Washington,  DC  20005-0000  (i) 

(202)  898-3200       (202)  898-3402 


Mr.  Robert  E.  s lattery 

President 

The  RocJcport  Company 

220  Donald  J.  Lynch  Blvd. 

Maiboro,  MA  01752-0000  () 

(508)  485-2090       (508)  485-4922 


Mr.  Frank  a.   Wells 

President  and  Chief  Operating  Off 

Walt  Disney  Company 

500  S.  Buena  Vista  Street 

Burbank,  CA  91521-0000  (22) 

(818)  560-5060       (818)  567-4462 


Mr.  Frederick  W.  Smith 

Ghainnan,  President  and  Qiicf  Execu 

Federal  Express  Coapany 

2005  Corporate  Avenue 

Memphis,  TN  38132-O00O  (9) 

(901)  395-3377        (901)  398-1111 


Hr.  John  C.  Whitehead 

deiraen 

ASA  Investors  Inc. 

65  East  S5th  Street 

New  York,  NY  10022-0000  (15) 

(212)  755-3131       (212)  751-5924 


Mr.  John  H.  Snow 

Chain&an,  President  and  Chief  sacec 

CSX  Corporation 

One  Janes  Center 

Richaond,  VA  23219-0000  (3) 

(804)  782-1434        (804)  782-6734 


Mr.  Robert  C.  Winters 

Chairaan  and  Chief  Executive  Off 

The  Prudential  Insurance  Company 

751  Broad  Street 

Newark,  NJ  07107-3777  (10) 

(201)  802-7878       (201)  622-472 


Mr.  Matthew  J.  Stover 

President  4  CEO 

MYNEX 

AGS  Computers,  Inc. 

1113  Westchester  Avenue 

White  Plains,  NY  10604-OOOO  () 

(914)  644-6460        (914)  644-7649 
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INDUSTRY  SECTOR  ADVISORY  COMMITTEE  ON  SERVICES 
FOR  TRADE  POLICY  MATTERS 

MEMBERS 

{as  of  April  1993} 


Mr.  Fritz  E.  Attaway 

Vice  President  &  Counsel 

Motion  Picture  Association  of  Annerica 

1600  Eye  Street,  N.W. 

Washington,  DC.    20006 

TEL  (202)  293-1966 

FAX  (202)  293-7674 

Ms.  Kim  M.  AuBuchon 
District  Manager 

American  Telephone  and  Telegraph 
1120  20th  Street.  N.W..  Suite  1000 
Washington,  D.C.    20036 
'    TEL  (202)  457-2233 
FAX  (202)  457-2571 

Ms.  Marilyn  Bockman 

Senior  Vice  President 

American  Association  of  Advertising  Agencies 

666  Third  Avenue 

New  York.  NY   10017 

TEL  (212)  682-2500 

FAX  (212)  682-81 36L 

Mr.  William  F.  Canis 

Vice  President 

American  Express  Co. 

American  Express  Tower.  48th  Fl. 

New  York.  NY   10285-4800 

TEL  (212)  640-5599 

FAX  (212)  619-8470 
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Ms.  Mary  Anne  Chalker 

President 

LFC  Insurance  Brokers  and  Agents 

113  North  San  Vicente  Blvd 

Beverly  Hills.  CA    90211-2329 

TEL  (213).655-9999 

FAX  (213)-655-0578 

Mr.  Gordon  J.  Cloney 

President 

International  Insurance  Council 

1212  New  York  Avenue,  N.W.,  Suite  250 

Washington.  D.C.   20005 

TEL  (202)  682-2345 

FAX  (202)  682-4187 

Ms.  Linda  B.  Darr 

Director,  Office  of  international  Affairs 
American  Trucking  Associations,  Inc 
2200  Mill  Road 
Alexandria,  Viginia    22314 
TEL  (703)  838-7902 

Mr.  James  H.  Davies 

President 

Davies  and  Associates 

80  Floral  Avenue 

Murray  Hill,  NJ   07974 

TEL  (908)  464-6100 

FAX  (908)  464-3683 

Mr.  Joseph  Farmll  III 

President  and  CEO 

The  American  Waten«r&ys  Operators 

1600  Wilson  Boulevard.  Suite  1000 

Arlington.  VA   22209 

TEL  (703)  841-9300 

FAX  (703)  841-0389 
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Mr.  Peter  J.  Finnerty 

Vice  President.  Public  Affairs 

Sea-Land  Service,  inc. 

1331  Pennsylvania  Avenue.  N.W..  Suite  560 

Washington,  D.C    20004 

TEL  (202)  783-1117 

FAX  (202)  783-5929 

Mr.  Julian  H.  GIngold 

Senior  Vice  President,  Investments 

Dean  Witter  Reynolds,  Inc. 

1345  Avenue  of  Americas 

New  York.  NY    10105-0070 

TEL  (212)  903-7601 

FAX  (212)  903-7701 

Mr.  F.  William  Hawley 

Director,  International  Government  Relations 

Citicorp 

1101  Pennsylvania  Avenue.  N.W.,  Suits  1000 

Wasliington,  D.C.   20004 

TEL  (202)  879-6859 

FAX  (202)  783-4460 

Mr.  Charles  P.  Heeter,  Jr.  COMMITTEE  CHAIR 

Principal-OfTice  of  Federal  Services 
Arthur  Andersen  &  Company 
1666  K  Street.  N.W.,  8th  Floor 
Washington,  D.C.   20006 

TEL  (202)  862-3127 

FAX  (202)  785-4965 

Mr.  L.  Oakley  Johnson  COMMITTEE  VICE  CHAIR 

V.  P.,  Intemational  &  Corp.  Affairs 
American  Intemational  Group,  inc. 
1455  Pennsylvania  Avenue.  N.W..  Suite  900 
Washington,  D.C.   20004 
TEL  (202)  783-5690 
■     FAX  (202)  737-6811 
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Ms.  Phyllis  Kaminsky 
President 

Kaminsky  Associates 

7839  Whiterim  Terrace 

Potomac.  MD    20854 

TEL  (301)  983-0785 

FAX  (301)  983-5076 

Mr.  Arthur  W.  Kelly 

Manager  of  Marketing 

The  M.  W.  Kellogg  Company 

P.O.  Box  4557 

Houston.  TX    77210-4557 

TEL  (713)  753-2244 

FAX  (713)  753-6609 

Mr.  James  E.  Landry 

President 

Air  Transport  Association  of  America 

1301  Pennsylvania  Avenue,  N.W.,  12th  Floor 

Washington,  D.C.    20004 

TEL  (202)  626-4168 

FAX  (202)  626-4181 

Mr.  Fred  J.  Martin,  Jr. 

Senior  V.P.  &  Director,  Government  Relations 

Bank  of  America.  DepL  #3117 

P.O.  Box  37000 

San  Francisco,  CA   94137 

TEL  (415)  953-3952 

FAX  (415)  622-8591 

Ms.  Gloria  Messinger 

Managing  Director 

American  Society  of  Composers,  Authors  &  Publishers 

ASCAP  Buikjing.  One  Lincoln  Plaza 

New  York.  NY    10023 

TEL  (212)  621-8222 

FAX  (212)  721-0955 
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Mr.  Carl  A.  Modecki 

Executive  Director 

National  Association  of  Insurance  Brokers 

1401  New  York  Avenue.  N.W.,  Suite  720 

Washington,  DC.   20005 

TEL  (202)  62&-6700 

FAX  (202)  628-6707 

Mr.  Stephen  P.  Murphy 
Senior  Vice  President 
Yellow  Freight  Systems,  Inc. 
529  14th  Street.  N.W..  Suite  961 
Washington,  DC.    20045-0001 

TEL  (202)  662-8805 

FAX  (202)  662-8807 

Mr.  John  Newcomb 

V.  P..  General  Council  &  Secy. 

Maritrans  GP,  Inc. 

Three  Parkway.  Suite  1400 

Philadelphia.  PA   19102 

TEL  (215)  864-1200 

FAX  (215)  864-1213 

Mr.  Franklin  W.  Nutter 

President 

Reinsurance  Association  of  America 

1819  L  Street.  N.W..  7th  Floor 

Washington.  DC.   20036 

TEL  (202)  636-3690 

FAX  (202)  636-0936 

Mr.  John  T.  O'Rourke 

Partner 

Fontheim  &  O'Rourfce 

1129  Twentieth  Street.  N.W..  Suite  500 

Washington.  D.C.   20036 

TEL  (202)  429-2217 

FAX  (202)  293-0147 
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Mr.  Henry  G.  Parker  III 
international  Insurance  Advisor 
Chubb  &  Son,  Inc. 
P.  0.  Box  1615 
Warren,  NJ    07061-1617 

TEL  (908)  580-3612 

FAX  (908)  580-2025 

Mr.  Robert  C.  Pozen 

General  Counsel.  Managing  Director 

Fidelity  Investments 

82  Devonshire  Street 

Boston,  Massachusetts    02109 

TEL  (617)  570-7703 

FAX  (617)  570-6262 

Mr.  G.  Frank  Purvis,  Jr. 
Chairman  of  the  Board 
Pan-American  Life  Insurance  Co. 
601  Poydras  Street 
New  Orleans.  LA  70130 

TEL  (504)  566-3795 

FAX  (504)  566-3914 

Mr.  Roderic  W.  Rahe,  Jr. 
Assistant  to  the  President 
Parson  Brinckerhotf  Intemational 
One  Penn  Plaza,  5th  Fkxsr 
New  York.  NY   10119 

TEL  (212)  465-5027 

FAX  (212)  465-5028 

Mr.  Jonas  RosenfleJd,  Jr. 

PreskJent 

American  Film  Marketing  Association 

12424  Wllshire  Boulevard,  #600 

Los  Angeles,  CA   90025 

TEL  (310)  447-1555 

FAX  (310)  447-1666 
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Mr.  Art  Sackler 

Director,  Public  Policy  Development 

Time-Warner 

1050  Connecticut  Avenue  N.W..  Suite  850 

Washington.  D.C.   20036 

TEL  (202)  457-8582 

FAX  (202)  457-8861 

Mr.  Jeffrey  L.  Seltzer 
Managing  Director 
Lehman  Brothers 
200  Vesey  Street.  12th  Floor 
New  York.  NY    10285 

TEL  (212)  298-3948 

FAX  (212)  619-6875 

Mr.  Warner  R.  Sinback 

Manager.  Telecom.  Affairs 

General  Electric  Co.  &  Information  Services 

401  North  Washington  Street 

Rockville,  MD   20850 

TEL  (301)  340-4326 

FAX  (301)  340-4013 

Mr.  Carlos  C.  Villarreal.  P.E. 
Executive  Vice  President.  Operations 
Wilbur  Smith  and  Associates 
2921  Telestar  Court 
Falls  Church.  Virginia   22042-1297 

TEL  (703)  573-3850 

FAX  (703)  573-3854 

Mr.  Roger  B.  Vinccrrt 
President 

Springwell  Corporation 
230  Park  Avenue 
New  York.  NY    10169 

TEL  (212)  867-0080 

FAX  (212)  867-0334 
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Mr.  Richard  S.  Ward 

Senior  Vice  President  &  General  Counsel 

ITT  Corporation 

1 330  Avenue  of  the  Americas 

New  York.  New  York    10019 

TEL  (212)  258-1327 

FAX  (212)  258-1463 

Mr.  Roger  Whyte 

President  &  Chief  Executive  Officer 

AT.  Kearney,  inc. 

1341  G  Street,  N.W. 

Washington,  DC.    20005 

TEL  (202)  638-3535 

FAX  (202)  638-3536 

Ms.  Margaret  L.  Wigglesworth 

Executive  Director 

Coalition  of  Service  industries 

1201  Connecticut  Ave.,  N.W.,  Suite  550 

Washington,  D.C.   20036 

TEL  (202)  775-1723 

FAX  (202)  785-2617 


Designated  Federal  Officcf 

Fred  Elliott 

U.S.  Department  of  Commerce 

International  Trade  Administration 

Office  of  Service  Industries.  Room  H-1124 

Washington.  DC.   20230 

TEL  (202)-482-1134 

FAX  (202)-4d2-2669 
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BANKERS'  ASSOCIATION  FOR  FOREIGN  TRADE 
1993-94  TASK  FORCE  ON  NORTH  AMERICAN  FREE  TRADE  AGREEMENT 


Bankflf*  Tmat  Co. 
N«il  A.  Allen 

Managing  Director 
Bankers  Trust  Company 
280  Park  Avenue 
12th  Floor.  East 
NewYorK.  NY   10017 
Ph:      212-454-4613 
Fax:     212-454-4246 

Bank  of  Beaton 

Mr.  Henry  Frothingham 

Director,  Intl.  Capital  Markets 
Bank  of  Boston 
100  Federal  Street 
Boston.  MA  02106 
Ph:     617-434-8203 
Fax:  617-434-0689 

Chaaa  Manhattan  Bank 

Nicholas  P.  Kouridee 

Vice  President  &  Senior  Associate 

Counsel 

Chase  Manhattan  Bank.  NA 

One  Chase  Manhattan  Plaza 

New  York.  NY  10081 

Ph:   212-552-1604 

Fax:  212-552-5231 

Chemical  Banking  Com. 
Mr.  John  R.  Price,  Jr. 
Managing  Director 
Chemical  Banking  Corp. 
270  Park  Avenuie 
New  York,  NY  10017 
Ph:  212-270-7112 
Fax:  212-270-5158 


Mr.  Peter  Rxttaell 

Vice  President 
Chemical  Banking  Corp. 
270  Park  Avenue 
New  York.  NY    10017 
Ph:   212-270-7050 
Fax:  212-270-5158 

Cltjcgrp/Cltttink 
Mr.  F.  William  Hawiey 

Director-Inf  I  Gov^  Relations 

Citicorp/Citibank 

1101  Pennsylvania  Avenue 

Suite  1000 

Washington.  O.C.  20004 

Ph:  202-879-8879 

Fax:  202-783-4460 

Comeriea  Bank 
Mr.  Robert  Powell 

Vice  PreskJent  international 
Comeriea  Bank  N.A. 
100  Rennaisance  Center 
Detroit  Mkrhigan  48243-1097 
Ph:   313-222-3136 
Fax:  313-259-0776 

Morgan  Guaranty  Tmat  Co. 
Mr.  Edmund  H.  Sutton 

Senior  Vice  Presklent 

Morgan  Guaraftty  Trust  Company 

of  New  Yortf 
60  Wall  Street.  46th  Floor 
New  York.  NY  10280 
Ph:  212-648-3751 
Fax:  212-837-6031 
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NatJonaBanlf 

Mr.  J.  Mark  Pad«n 

International  Division  Executive, 
Senior  Vice  President 
NationsBank 

NationsBank  Corporate  Center, 
100  N.  Tryon  Street  9th  Floor 
Charlotte.  NC   28255 
Ph:   704-386-8970 
Fax:  704-386-6447 

Mr.  Roberto  Sanchez 

Vice  President 

NationsBank 

901  Main  Street 

P.O.  Box  830304.  11th  Fl. 

Dallas.  Texas  75283-0304 

Ph:   214-508-3083 

Fax:  214-508-2410 
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Aaerican  Financial  Services  Association 
NAFTA  TASK  FORCE 


KAME 

Orit  Frenkel 
Art  Hall 
Robert  McKaw 
Kelly  McNaaara 
Tony  Morales 
Valerie  Morse 
Ray  Nied 
Karen  Pagonis 
Alan  Ronquillo 
Aubert  P.  Schuiz 
Mark  Sullivan 
Jeff  Tassey 
Gordon  Tboaas 
Helen  Wiedarhom 
Dick  Wagner 
Steve  Wagner 


ORGAKIZATION 

GE 

OfAC 

AFSA 

Sears 

Security  Pacific 

Beneficial  Mgat.  Corp. 

GE  Capital 

Beneficial  Mgmt.  Corp. 

Chrysler 

Ford  Credit 

(for  Household) 

AFSA 

AVCO  Pin.  Svcs. /Textron 

Ford  Motor  (Assoc.) 

OfAC 

Norvest  Financial 


TELEPHONE 

202  637-4273 
313  556-2654 
202  296-5544 
202  639-3966 
619  549-7465 

202  646-1260 

203  357-6354 
908  781-3674 
313  948-3062 
313  322-7355 
202  452-7373 
202  296-5544 
202  289-5805 
202  962-5393 
3X3  974-1770 
515  243-2131 


FAX 

202  637-4300 
313  974-4450 
202  223-0321 
737-8050 
619  549-7447 

202  646-0351 

203  357-6712 
908  781-3580 
313  948-3138 
313  337-1160 
202  452-7333 
202  223-0321 
202  789-1857 
202  962-5457 
313  974-1496 
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CSl  FINANCIAL  SERVICES  GROUP 

Membership 


American  Bankers  Association 

Antarican  Council  of  Ufa  Inauranca 

American  Express  Company 

American  Rnandal  Services  Association 

American  International  Qroup 

AT&T 

Bank  of  America 

Bankers'  Association  for  Foreign  Trade  (BAFT) 

Banaficial  Managenr>em  Corp. 

Chemical  Banking  Corp. 

CNcago  Mercantile  Exchange 

The  Chubb  Corporation 

aCNA  Corp. 

Uticorp/Cftibank  N  Jk. 

Consumer  Credft  lnsurar>ce  Association 

Oaan  Witter  Reyndda 

Hrandai  Services  Councfl 

Ftdeiity  Investments 

Ford  Financial  Services  Group 

GE  Capital 

Goldman  Sachs  &  Company 

International  Insurance  Council 

Investment  Company  Inatitute 

J.P.  Morgan 

Lehman  Brothers 

MerriU  Lynch  &  Co. 

Morgan  Stanley  It  Co..  Incorporated 

Nadortal  Association  of  Insurance  Brokers 

NationsBank  Corporation 

Securities  Industry  Association 

Salomon,  Inc. 

US  Coundi  for  International  Business  (Services  Subcommittee) 


Coalition  of  Service  Industries.  Inc. 
1201  Connecticut A^tmuS.W..  Suite  550  Washington,  D.C  20036  (202)  775-1723 

Executes  Director  -  Margaret  mgglesworth 
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INVESTMENT  COMPANY  INSTITUTE 

Catherine  L.  Heron 

Vice  President  -  Tax  and  Pension 

Angela  C.  Goelzer 

Associate  Counsel  -  International 

CONFERENCE  OF  STATE  BANK  REGULATORS 

Robert  A.  Richard 

Vice  President  and  Director  -  Regulatory  Services 

Texas  Bankers  Association 

Robert  E.  Harris 
President 
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SECURITIES  INDUSTRY  ASSOCIATION 
AD  HOC  COMMITTEE  ON  MEXICO 


GE/GE  Financial  Services 

Salomon  Brothers 

Goldman,  Sachs  and  Co. 

Fidelity  Investments 

Merril  Lynch,  Pierce,  Fenner  &  Smith  Incorporated 

Lehman  Brothers  Inc. 

Morgan  Stanley  &  Co.  Incorporated 

Baring  Securities,  Inc. 

Donaldson,  Lufkin  &  Jenrette,  Inc. 

Arnhold  and  S.  Bleichroeder,  Inc. 

Bear,  Stearns  6  Co.  Inc. 
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MEETINGS 
FINANCIAL  SERVICES  WORKING  GROUP 
NAFTA 
MARCH,  1991-SEPTEMBER,  1992 


MARCH  7,  1991 
JULY  3,  1991 
JULY  22-23,  1991 
SEPTEMBER  5,  1991 
OCTOBER  7,  1991 
NOVEMBER  18,  1991 
DECEMBER  12-13,  1991 
JANUARY  8,  1992 
JANUARY  30-31,  1992 
FEBRUARY  18-21,  1992 
MARCH  11-12,  1992 
MARCH  24-25,  1992 
APRIL  29-30,  1992 
MAY  21-23,  1992 
JUNE  2-5,  1992 
JUNE  17-21,  1992 
JUNE  24-26,  1992 
JULY  9-10,  1992 
JULY  21-27,  1992 
JULY  3  0-AUGUST  12,  1992 
AUGUST  31-SEPT  6,  1992 


WASHINGTON 

WASHINGTON 

OTTAWA 

MEXICO  CITY 

WASHINGTON 

WASHINGTON 

MEECH  LAKE 

GEORGETOWN 

OTTAWA 

DALLAS 

MEXICO  CITY 

WASHINGTON 

MEXICO  CITY 

WASHINGTON 

CRYSTAL  CITY 

WASHINGTON 

WASHINGTON 

WASHINGTON 

WASHINGTON 

WASHINGTON 

WASHINGTON 


WATERGATE  HOTEL 
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TESTIMONY  Z?    IRA  SHAPIRO 

GENERAL  COUNSEL 

OFFICE  OF  THE  U.S.  TRADE  REPRESENTATIVE 

BEFORE  THE 

U.S.  HOUSE  OF  REPRESENTATIVES 

COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS 

SEPTEMBER  23,  1993 

Thank  you,  Mr.  Chairman,  for  the  opportunity  to  appear  before 
this  committee  to  discuss  the  benefits  of  the  North  American  Free 
Trade  Agreement  (NAFTA)  to  the  United  States,  particularly  in  the 
area  of  financial  services.  Before  starting  my  comments,  I  note 
that  -..-hile  the  Office  of  the  U.S.  Trade  Representative  guided  the 
overall  NAFTA  negotiations,  the  financial  services  negotiations 
were  led  by  Treasury  and  Commerce  Department  officials.  In  keeping 
with  this  past  arrangement,  my  testimony  will  discuss  the  overall 
agreement  and  the  consultation  process,  while  the  testir.ony  of  my 
colleague  from  the  Department  of  the  Treasury  will  focus  on  the 
negotiations  of  NAFTA' s  financial  services  provisions. 

Th«  Adainistration's  Case  Cor  NAFTA 

This  fall,  members  of  the  Administration  have  appeared  before 
numerous  Committees  in  the  House  and  the  Senate  and  over  the  next 
few  weeks,  we  will  be  participating  in  other  hearings  focusing  on 
the  NAFTA.  We  appreciate  these  opportunities  to  present  the 
Administration's  case  on  why  the  approval  of  NAFTA  is  central  to 
our  national  interests. 

The  question  we  must  ask  ourselves  as  we  consider  the  NAFTA  is 
whether  the  United  States  will  be  better  off  joining  the  NAFTA  and 
its  side  agreements  than  rejecting  them._  We  believe  that  the 
answer  to  that  question  is  a  clear  and  resounding  yes. 

The  case  for  NAFTA  comes  down  to  two  compelling  points:  MAFTA 
will  increase  economic  growth  and  jobs  in  the  United  States,  and 
NAFTA  will  help  us  resolve  problems  that  trouble  Americans  in  our 
current  relationship  with  Mexico.  Prominent  among  those  problers 
are  issues ' related  to  environmental  protection  and  our  citizens' 
health  and  safety  that  I  know  are  of  particular  interest  to  this 
committee. 

There  is  a  related  point  that  is  missed  too  often  by  the 
opponents  of  this  agreement:  rejecting  the  NAFTA  and  the 
supplemental  agreements  will  not  solve  the  problems  that  trouble 
us.  It  is  the  status  quo  that  -.vorries  Americans.  The  NAFTA  will 
help  us  solve  these  problems  in  a  way  that  benefits  our  country  and 
our  continent. 


140 


NAFTA  and  Our  Trading  Goals 

Againsr  a  background  of  intense  debate,  a  mountain  of 
misinformation,  and  considerable  hyperbole,  it  is  important  to 
remember  that  -.vhat  riAFTA  really  does  is  some  very  simple  things 
which  Americans  have  long  sought  in  our  trading  relationsnips .  The 
NAFTA  levels  a  playing  field  that  is  now  tilted  against  us.  Over 
time  it  will  eliminate  tariffs  and  non-tariff  barriers  among  the 
United  States,  Mexico  and  Canada.  Mexico  and  Canada  v/ill  give  our 
products  preferential  treatment  compared  to  our  competitors  in 
Europe  and  in  Asia. 

The  NAFTA  creates  the  world's  largest  market:  370  million 
people  and  $6.5  trillion  of  production.  That  makes  us  stronger 
here  at  home,  and  better  able  to  compete  with  Europe  and  Asia. 

At  the  same  time,  NAFTA  has  strong  rules  to  stop  unfair 
treatment  of  American  products  and  American  investors.  It  requires 
Mexico  to  change  laws  that  have  forced  out  companies  to  move 
production  to  Mexico  m  order  to  sell  their  products  in  Mexico.  It 
requires  protection  from  piracy  of  our  films,  our  books  and  our 
technology.  The  supplemental  agreements  will  require  stronger 
enforcement  of  laws  protecting  labor  and  the  environment,  and  will 
help  us  work  together  with  Canada  and  Mexico  to  improve  deficient 
laws. 

NAFTA  and  the  Administration's  Economic  Strategy 

The  NAFTA  package  is  a  vital  element  of  the  President's 
overall  economic  strategy. 

President  Clinton  and  this  Administration  are  committed  to 
building  the  strongest,  most  competitive  economy  in  the  world.  By 
doing  so,  we  will  expand  high  wage  and  high  skill  job  opportunities 
for  United  States  workers  and  for  their  children  who  will  be 
entering  the  work  force. 

We  are  finally  facing  the  fact  that  pur  economy,  as  well  as 
the  global  economy,  is  changing.  Technology  has  revolutionized  the 
world.  Our  economy  is  no  longer  self-contained.  We  compete  in  a 
global  economy,  where  capital  and  technology  are  mobile.  These 
trends  are  here  to  stay.  The  question  is  not  whether  we  adapt  to 
them,  but  how. 

Our  economic  strategy  —  reducing  the  deficit,  increasing 
public  and  private  investment,  health  care  reform,  reinventing 
government,  welfare  reform,  changes  in  education,  worker  training, 
investing  in  technology  —  all  work  in  pursuit  of  the  same 
objective:   to  build  a  more  productive  and  competitive  economy. 

Our  trade  policy,  including  NAFTA,  is  an  essential  part  of 
that  strategy.   The  companies,  farmers  and  workers  of  the  United 
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states  are  -.vorld-class  competitors.  vje  lead  the  .-.orld  in 
everything  from  airplanes  and  computers,  to  wheat  and  soyneans.  We 
have  regained  our  position  as  the  world's  leading  exporter. 

Opening  up  new  markets  is  the  key  to  new  job  creation  and 
economic  growth.  NAFTA  presents  an  opportunity  to  compere  and  win 
in  a  vast  new  market:  90  million  people  in  Mexico,  m  a  fast 
growing  area,  hungry  for  U.S.  goods.  It  is  also  a  step  10  an  even 
larger  market  —  400  million  people  throughout  Central  and  South 
America  and  the  Caribbean. 

The  United  States  seeks  to  open  markets  everywhere.  We  seek 
to  trade  and  to  compete  worldwide.  We  have  nearly  S200  billion 
each  year  in  two-way  trade  with  the  EEC;  through  APEC,  we  seek 
expanded  trade  with  the  rapidly  growing  nations  of  Asia.  Japan  is 
a  major  market  for  U.S.  products,  despite  the  major  and  persistent 
barriers  that  we  are  committed  to  breaking  down.  Completing  the 
Uruguay  Round  —  taking  down  tariff  and  non-tariff  barriers 
worldwide,  and  writing  new  rules  for  the  international  trading 
system  —  remains  a  top  priority  for  us. 

But  it  is  no  accident  that  Canada  is  our  number  one  trading 
partner,  despite  having  a  population  of  only  27  million,  and  Mexico 
has  become  our  third  leading  trading  partner,  despite  its  historic 
policy  of  maintaining  a  closed  economy.  Shared  borders  and 
geographical  proximity  do  matter,  even  in  this  globalized  economy. 

And  we  have  a  natural  advantage,  and  a  great  opportunity,  to 
expand  trade  and  investment  with  Mexico,  and  then  with  the  rest  of 
Central  and  Latin  America  and  the  Caribbean.  Many  of  those 
countries  have  chosen,  in  recent  years,  to  cast  off  the  controls  on 
their  economies  and  the  shackles  on  their  political  systems.  They 
took  these  steps  at  the  urging  of  the  United  States. 

Tariffs  have  fallen  and  non-tariff  barriers  have  been  reduced. 
Since  1989,  U.S.  exports  to  Latin  America  and  the  Caribbean 
increased  over  50  percent  and  are  growing  at  over  twice  the  rate  of 
U.S.  exports  to  the  rest  of  the  world,  making  this  region  our 
second  fastest  growing  market.  They  have  become  a  growing  market 
for  U.S.  products;  43%  of  Latin  American  imports  come  from  the 
United  States. 

Chile,  Venezuela,  Argentina  and  many  other  nations  are 
intently  following  the  NAFTA  debate.  The  possibility  of  NAFTA 
accession  provides  an  incentive  for  further  trade  and  investment 
liberalization  in  the  region.  The  decision  to  reject  :iAFTA  would 
have  profoundly  negative  economic  and  political  consequences 
throughout  the  hemisphere. 

The  NAFTA  is  an  instrument  for  helping  the  United  States, 
Mexico  and  Canada  cooperate  in  meeting  Asian  and  European 
competition.   It  will  help  us  produce  more  globally  competitive 
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products. 

In  the  new  global  economy,  there  are  challenges  and  risks,  as 
v/ell  as  great  opportunities.  The  President  put  it  best  in  his 
speech  before  signing  the  supplemental  agreements:  "Are  we  going  to 
compete  and  win,  or  are  we  going  to  withdraw?" 

I  am  confident  that  American  v.orkers  are  up  to  the  challenge 
of  competing  —  and  will  reap  the  oenefits.  One  reason  I  am  so 
confident  is  that  we  are  not  going  into  NAFTA  blindly.  We  do  not 
have  to  speculate  about  the  results  from  this  change;  v/e  have  gone 
through  a  six  year  trial  run. 

Job  Growth  and  Trade  with  Mexico 

Starting  in  1986,  Mexico,  recognizing  that  its  economic  policies 
had  been  disastrous,  began  to  lower  trade  and  investment  barriers. 
The  results  have  been  dramatic  for  the  United  States: 

•  From  1987  to  1992,  we  transforr.ed  a  $5.7  billion  trade 
deficit  with  Mexico  into  a  S3. 4  billion  trade  surplus. 

•  U.S.  exports  to  Mexico  increased  from  $12.4  billion  in 
1986  to  $40.6  billion  in  1992,  with  increases  coming 
across  the  board  from  computers  to  agriculture. 

•  Mexico  has  become  our  third  leading  export  market, 
and  our  second  leading  narket  for  manufactured  exports 
($34.5  billion)  and  our  third  largest  market  for 
agricultural  products  ($3.7  billion). 

•  84%  of  this  growth  in  exports  has  been  exports  for 
Mexican  consumption. 

o  400,000  U.S.  jobs  related  to  exports  to  Mexico  were 
created. 

The  success  of  the  past  seven  years  has  occurred  even  though 
Mexican  trade  barriers  remain  far  higher  than  ours.  Bringing  down 
the  remaining  barriers,  which  is  what  NAFTA  does,  ensures  continued 
growth  of  U.S.  exports  to  Mexico,  which  have  been  such  a  bright 
spot  in  our  economic  picture  for  the  past  seven  years. 

Virtually  every  responsible  study  that  has  looked  at  the  labor 
issue  concludes  that  NAFTA  will  produce  a  net  gain  in  jobs  or  an 
increase  in  real  wages  in  the  United  States.  The  Administration 
believes  that  with  NAFTA,  an  additional  200,000  jobs  related  to 
exports  will  be  created  in  the  U.S.  by  1995.  While  the  studies 
acknowledge  that  there  will  be  some  jobs  lost  in  certain  sectors, 
overall,  job  gains  will  significantly  exceed  job  losses.  The 
studies  also  agree  that  the  jobs  lost  will  be  a  relatively  small 
number  compared  to  the  jobs  that  are  lost  in  the  United  States 
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overall,  because  of  defense  conversion,  corporate  down-sizing,  and 
technological  change.  This  is  true  because  Mexico's  economy  is 
only  one-twentieth  the  size  of  ours,  and  our  tariff  and  non-tariff 
barriers  are  already  low. 

Despite  the  overwhelming  evidence,  some  have  argued  that  5.9 
million  U.S.  jobs  are  "at  risk"  if  NAFTA  is  adopted.  They  got  that 
number  simply  by  calculating  the  number  of  U.S.  jobs  in  industries 
where  wages  account  for  more  than  20%  of  the  value  of  output.  It 
includes  high-wage,-  high-skill  sectors  such  as  sonar  equipment, 
aerospace,  medical  equipment  and  telecommunications  —  all  of  which 
are  sectors  where  credible  studies  agree  that  there  will  be  a 
future  job  gains  due  to  NAFTA.  It  also  includes  non-traded 
sectors,  such  as  bakeries  in  Omaha,  who  do  not  compete  with  Mexico 
at  all. 

We  believe  the  critics  are  looking  at  the  future  through  a 
rear  view  mirror.  To  the  extent  that  there  has  been  job  loss  to 
Mexico,  the  reason  lies  precisely  in  the  trade  distortions,  which 
NAFTA  will  eliminate. 

NAFTA  and  the  Status  Quo 

The  status  quo  in  our  trade  relationship  with  Mexico  is,  quite 
simply,  unacceptable.  NAFTA  will  level  the  playing  field  for  U.S. 
workers.  It  makes  the  rules  fair  and  ends  an  unbalanced  trading 
relationship  that  has  existed  between  the  United  States  and  Mexico 
that  has  worked  to  disadvantage  U.S.  companies  and  workers 
producing  in  the  United  States. 

Historically,  Mexico  has  been  a  closed,  state-controlled 
economy.  To  shield  its  industry  and  agriculture  from  competition, 
it  relied  on  tariffs  as  high  as  100%  and  a  full  range  of  non-tariff 
barriers,  including  domestic  content  requirements,  restrictions  on 
investment,  performance  requirements  to  keep  out  U.S.  exports,  and 
import  licensing  requirements  v;hich  allowed  the  central  government 
to  dictate  the  levels  of  Mexico's  agricultural  imports.  As  a 
result,  protected  from  competition  from  imports,  Mexican  producers 
were  inefficient,  and  Mexican  economy  was  characterized  by 
widespread  poverty.  Mexico's  protectionist  regime  did  not  serve 
the  interests  of  Mexico's  people. 

Perhaps  the  closed  Mexican  economy  reflected  the  historical 
Mexican  mistrust  of,  and  antagonism  toward,  the  United  States.  For 
whatever  reason,  Mexico  remained  largely  closed  to  U.S.  business 
until  U.S.  and  Mexican  law  combined  to  produce  the  maguiladora 
program.  But  this  program  hardly  resulted  in  an  open  Mexican 
market. 

The  maquiladora  program  resulted  in  trade  preferences  and 
incentives  for  companies  to  locate  assembly  plants  in  Mexico  to 
produce  for  the  U.S.  market.   It  gave  products  assembled  in  Mexico 
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these  preferences  while  at  the  same  time  maintaining  all  of 
Mexico's  trade  and  invest-ent  barriers.  In  fact,  these  r.aquiladora 
plants  were  not  allowed  to  sell  in  the  Mexican  market.  The  program 
thus  created  an  artificial  "export  platform"  in  Mexico,  with 
products  assembled  in  maquiladora  plants  being  required  to  be 
exported  to  the  U.S.  By  1992,  there  were  over  2,000  naquiladora 
factories  operating  in  Mexico,  the  overwhelming  number  of  which 
were  established  by  U.S.  and  .Mexican  corporations,  employing  more 
than  400,000  Mexican  workers. 

In  addition,  Mexican  i-port  protection  and  rules  requiring 
firms  selling  in  the  Mexican  market  to  locate  in  Mexico  made  it 
difficult  if  not  impossible  for  firms  producing  in  the  U.S.  to  sell 
into  Mexico.  Non-tariff  barriers  —  licensing,  citizenship 
requirements,  and  a  host  of  other  regulations  were  especially  hard 
on  small  businesses  in  the  U.S.,  which  do  not  have  the  resources  to 
navigate  through  the  bureaucratic  maze  in  Mexico. 

The  result  of  the  maquiladora  program  and  Mexican  protection 
has  been  to  distort  U.S. -Mexican  trade,  limiting  exports  from  the 
U.S.  to  Mexico  and  exaggerating  exports  from  Mexico  to  the  U.S.  The 
NAFTA  will  transform  the  situation  by  opening  Mexico's  market  and 
eliminating  the  distortions  created  by  the  maquiladora  program. 
Under  NAFTA,  the  maquiladora  program  is  effectively  eliminated, 
along  with  import  protections,  and  existing  factories  will  be 
permitted  to  sell  in  the  Mexican  market  without  restriction. 

Much  of  the  opposition  to  NAFTA  reflects  justifiable  concern 
about  the  policies  of  the  past  that  have  disadvantaged  U.S. 
workers.  Despite  Mexican  progress  in  voluntarily  opening  markets, 
Mexican  tariffs  remain,  on  the  average,  2.5  times  higher  than  ours. 
By  contrast,  over  50%  of  our  imports  from  Mexico  already  enter 
duty-free.  Our  average  tariff  on  imports  is  only  4%. 

Mexico  currently  has  no  obligation  to  continue  recent  market- 
opening  moves  on  which  thousands  of  U.S.  jobs  already  depend. 
NAFTA  locks  in  current  access  and  expands  on  it. 

NAFTA  will  require  relatively  few  changes  on  our  part  —  while 
requiring  Mexico  to  sweep  away  decades  of  protectionism  and 
overregulation.  NAFTA  will  eliminate  especially  burdensome  tariffs 
and  non-tariff  barriers  in  a  number  of  key  sectors  where  the  U.S. 
is  competitive  vis-a-vis  Mexico,  such  as  autos  and  agriculture. 

NAFTA  lets  U.S.  workers  compete  on  a  level  playing  field  with 
fair  rules.  And  we  are  confident,  in  those  circumstances,  U.S. 
workers  will  succeed. 

NAFTA  will  give  U.S.  exporters  a  significant  preference  in  the 
rapidly  expanding  Mexican  market  over  Japanese,  European,  and  other 
foreign  suppliers.  As  I  have  already  noted,  Mexico's  tariffs 
average  10  percent.   Countries  other  than  the  United  States  (and 
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Canada)  will  continue  to  face  Mexican  duties.  In  addition, 
Mexico's  current  import  licensing  requirements  on  agricultural 
imports  will  disappear  for  the  United  States  (and  for  Canada,  for 
most  products)  when  the  NAFTA  goes  into  effect.  However,  a  license 
may  still  be  required  to  bring  m  covered  products  from  all  other 
countries. 

The  Financial  Services  Market 

NAFTA  will  open  new  markets  for  the  U.S.  services  firms  in 
Canada  and  Mexico,  where  U.S.  exports  are  already  large  and 
growing —  including  financial  services.  For  the  first  time  in  more 
than  50  years,  U.S.  financial  firms  will  be  able  to  establish 
wholly-owned  companies  in  Mexico  with  the  same  initial  investment 
as  required  for  Mexican-owned  firms.  U.S.  firms  will  be  able  to 
operate  throughout  Mexico  and  offer  the  same  range  of  services  as 
similar  Mexican-owned  firms.  Furthermore,  Mexican  consumers  will 
be  able  to  purchase  banking,  securities  and  some  insurance  services 
from  U.S.  companies  that  prefer  to  do  business  from  their  home 
offices  in  the  United  States. 

Banking  and  Other  Financial  Services 

Banks  will  be  permitted  to  establish  wholly-owned  subsidiaries 
when  NAFTA  goes  into  effect,  to  do  business  throughout  Mexico  and 
engage  in  the  same  wide  range  of  activities  as  Mexican  banks. 
Furthermore,  U.S.  banks  will  be  allowed  to  obtain  up  to  a  15 
percent  market  share  during  a  short  transition  period  which  ends  on 
January  1,  2000.  After  the  expiration  of  the  transition  period, 
individual  U.S.  banks  will  be  able  to  acquire  small  and  medium- 
sized  Mexican  banks.  While  I  do  not  intend  to  repeat  here  the 
details  of  the  liberalization  schedule  provided  by  my  colleague 
from  the  Treasury  Department,  I  want  to  emphasize  that  NAFTA  will 
strengthen  the  financial  position  of  U.S.  banks  by  providing  them 
the  opportunity  to  diversify  and  expand  their  activities  in  Mexico. 
The  increased  ability  of  U.S.  financial  firms  to  service  their 
American  clients  operating  in  Mexico  will  facilitate  U.S.  exports. 
In  addition,  by  contributing  to  the  strengthening  of  the  Mexican 
economy,  U.S.  banks  will  help  boost  demand  for  U.S.  goods.  The  end 
result  is  more  and  better  paying  jobs  for  Americans. 

NAFTA  guarantees  that  Mexico  will  open  its  market  to  a  wide 
range  of  services.  These  services  include  those  that  are  viewed  as 
essential  in  the  United  States  (such  as  consumer  financing, 
commercial  financing  and  mortgage  lending) ,  as  well  as  those 
provided  by  credit  card  companies  and  leasing  companies.  These  new 
markets  are  all  tremendous  opportunities  for  our  first-rate 
financial  firms. 

Insurance 

NAFTA  also  guarantees  access  to  the  dynamic  Mexican  market  for 
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U.S.  insurance  companies.  Currently,  Mexican  firns  and  individuals 
are  greatly  underinsured;  thus,  additional  coverage  will  be  needed 
for  the  substantial  foreign  investnent  inflows  that  MAFTA 
generates.  Insurance  premiums  in  Mexico  are  already  grov/ing 
rapidly,  reaching  an  estimated  $4.9  billion  in  1992  (vs.  $3.6 
billion  in  1991)  ;  NAFTA  will  accelerate  this  trend.  NAFTA  will 
strengthen  U.S.  industry's  ability  to  capture  a  significant  share 
of  the  Mexican  market  and  facilitate  the  operations  of  U.S. 
insurers  without  previous  international  experience.  The  U.S. 
insurance  sector  stands  to  become  one  of  the  big  winners,  if  it 
takes  advantage  of  the  opportunities  afforded  by  the  NAFTA. 

State  Obligations 

To  optimize  NAFTA' s  benefits  to  U.S.  exporters,  it  obligates 
services  regulated  by  central  governments,  as  well  as  by  local 
governments.  In  Canada,  that  means  provincial  governments  are 
covered  under  NAFTA' s  services  provisions.  In  the  same  way, 
NAFTA' s  obligations  apply  to  the  services  sectors  regulated  by  the 
Federal  Government  and  by  the  States  (although  individual  States 
can  choose  to  exempt  non-conforming  laws.)  Any  exceptions  will  be 
included  in  the  Annexes  to  the  agreement.  The  Administration  is 
currently  working  with  State  Governments  to  implement  NAFTA 
(including  the  provisions  on  services  regulated  by  States) .  In 
particular,  NAFTA  requires  that  reservations  for  non-conforming 
measures  maintained  by  California,  Florida,  Illinois,  New  York, 
Ohio,  and  Texas  be  lodged  no  later  than  the  date  of  entry  into 
force  of  the  Agreement.  For  all  other  states,  reservations  must  be 
lodged  no  later  than  January  1,  1995. 

NAFTA  Consultation  Process:  overview 

Mr.  Chairman,  the  NAFTA  negotiations  between  June  1991  and 
August  1992  involved  the  most  extensive  Congressional  and  private 
sector  consultations  ever  conducted  in  conjunction  with  a  major 
trade  negotiation. 

Even  before  the  negotiations  began.  President  Bush  in  his  May 
1,  1991,  response  to  the  Congress  to  issues  raised  in  connection 
with  the  negotiation  of  a  NAFTA,  committed  to  addressing  concerns 
with  respect  to  adjustment,  labor  mobility,  worker  rights,  and 
environmental  protection  in  the  NAFTA  agreement  itself  and  in 
parallel  cooperative  activities.  Consistent  with  the  letter  and 
spirit  of  the  fast  track,  the  Administration  further  committed  to 
a  process  of  intensive  Congressional  and  private  sector 
consultations  throughout  the  negotiations. 

Those  promises  were  kept.  The  Bush  Administration  held  333 
Congressional  briefings,  met  regularly  -..ith  18  Congressional 
committees,  and  held  over  3  50  briefings  for  the  private  sector 
advisors.  In  addition,  it  briefed  over  300  trade  associations, 
held  16  public  hearings  across  the  country  and  solicited  public 
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comments  in  the  Federal  P.eaister  to  develop  a  comprehensive 
"Integrated  Environmental  Plan  for  the  U.S. -Mexico  Border." 
Besides  these  briefings,  the  interagency  negotiating  team  also 
routinely  met  with  business  groups,  the  public  at  large,  and 
responded  to  hundreds  upon  hundreds  of  letters.  'JSTR  received  and 
evaluated  a  steady  stream  of  over  3  00  recommendations  from 
individuals,  companies,  trade  union,  associations  and  other 
organizations,  which  helped  inform  and  shape  U.S.  negotiating 
objectives. 

Indeed,  as  House  Ways  and  Means  Committee  Chairman  Dan 
Rostenkowski  publicly  observed  on  June  17,  1992,  the  Bush 
Administration  had  been  "relentless"  in  keeping  Congress  informed 
throughout  the  negotiations,  and  Congress  "cannot  fault  the 
Administration  for  secrecy." 

The  Advisory  Committee  Process:  Overview 

In  1974,  Congress  established  a  private  sector  advisory 
committee  system  to  ensure  that  U.S.  trade  policy  and  trade 
negotiation  objectives  adequately  reflect  U.S.  commercial  and 
economic  interests.  Congress  expanded  and  enhanced  the  role  of 
this  system  in  three  subsequent  trade  acts. 

The  committees  now  provide  information  and  advice  on 
negotiating  objectives  and  bargaining  positions  before  entering 
into  trade  agreements,  on  the  operation  of  any  trade  agreement  once 
entered  into,  and  on  other  matters  arising  in  connection  with  the 
development,  implementation,  and  administration  of  U.S.  trade 
policy. 

The  private  sector  advisory  system  consists  of  almost  40 
committees  with  a  total  membership  of  approximately  1,000  advisors. 
The  system  is  arranged  in  three  tiers:  the  President's  Advisory 
Committee  on  Trade  Policy  and  Negotiations  (ACTPN) ;  seven  policy 
advisory  committees;  and  more  than  3  0  technical,  sectoral,  and 
functional  advisory  committees. 

For  the  first  time,  and  consistent  with  President  Bush's  May 
1,  1991  commitments,  USTR  appointed  six  leading  environmental 
experts  to  its  policy-level  private  sector  advisory  committees. 
Those  individuals  played  a  critical  role  in  developing  U.S. 
negotiating  positions  and  in  providing  continuing  advice  as  the 
talks  progressed. 

Role  of  Advisory  Committees  in  NAFTA  Negotiations 

During  1992,  U.S.  Government  negotiators  worked  closely  and 
intensively  with  the  advisory  committees  to  conclude  the  North 
American  Free  Trade  Agreement  negotiations.  From  June  12,  1991  — 
the  inception  of  the  negotiations  —  to  completion  on  August  12, 
1992,  advisory  committees  met  officially  over  350  times  to  provide 
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advice  and  information  to  negotiators  in  each  of  the  19  NAFTA 
negotiating  groups. 

When  President  Sush  notified  the  Congress  on  September  13, 
1992  of  his  intent  to  enter  into  the  NAFTA,  his  notification  was 
accompanied  by  38  legislatively-required  advisory  comnttee  reports 
assessing  the  agreement.  Each  of  these  reports  assessed  the  extent 
to  which  the  NAFTA  promotes  U.S.  economic  objectives.  Each  report 
also  provided  the  committee's  evaluation  on  whether  the  NAFTA 
provides  equity  and  reciprocity  within  the  sectoral  or  functional 
area.   All  these  reports  are  publicly  available. 

On  September  18,  1992,  the  Administration  also  submitted  a 
report  to  the  Congress  on  actions  taken  by  the  Administration  in 
fulfillment  of  the  so-called  May  1,  1991  commitments.  These 
commitments  address  the  concerns  with  respect  to  adjustment,  labor 
mobility,  worker  rights,  and  environmental  protection  in  the  NAFTA 
agreement  itself  and  in  parallel  cooperative  activities.  Chapter 
3  of  that  report  was  devoted  to  consultations  with  Congress  and  the 
private  sector. 

Consultations  Concerning  Financial  Services 

Mr.  Chairman,  in  addition  to  the  overall  consultations, 
specific  consultations  on  financial  services  were  held  with  the 
appropriate  congressional  staffs,  and  with  the  formal  private 
sector  advisory  committees  (such  as  the  Services  Policy  Advisory 
Committee  (SPAC) ,  the  Industry  Sector  Advisory  Committee  on 
Services  (ISAC-13),  and  the  Intergovernmental  Policy  Advisory 
Committees) .  In  addition,  as  Treasury  will  point  out, 
consultations  were  held  with  trade  associations  and  individual 
firms.  Federal  regulatory  agencies  coordinated  with  the  Treasury 
Department  on  the  financial  services  negotiations.  The  Commerce 
Department  worked  with  the  National  Association  of  Insurance 
Commissioners  (NAIC) ,  representing  the  State  regulatory  agencies. 

conclusion 

All  Americans  agree  that  -.ve  cannot  respond  to  the  challenge  of 
a  changing  world  by  drifting,  content  to  accept  the  result  of  other 
nations'  trade  and  economic  strategies.  We  need  our  own  strategy, 
which  builds  on  our  strengths,  faces  our  weaknesses,  and  responds 
to  the  challenges  and  realities  around  us. 

We  would  ask  the  opponents  of  NAFTA:  does  walking  away  from 
the  NAFTA  seem  like  good  trade  and  economic  strategy?  Can  you 
envision  Japan  or  the  EEC  —  if  they  were  in  our  position  — 
rejecting  a  deal  like  this?  v;ould  either  of  them  kick  sand  in  the 
face  of  their  third  biggest,  and  fastest  growing,  trading  partner? 
Would  they  opt  for  the  status  quo,  the  unbalanced  relationship, 
where  Mexico  keeps  the  tariff  and  non-tariff  barriers  it  chooses  to 
keep? 
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Would  they  ever  be  willing,  in  one  uni:hinking  lurch,  to  throw 
away  the  friendship  and  progress  that  have  characterized  the  past 
seven  years,  dramatically  reversing  the  historic  pattern  of 
mistrust  and  antagonism?  Would  they  conclude,  as  the  NAFTA 
opponents  apparently  have,  that  it  would  be  easier,  somehow,  to 
cooperate  with  Mexico  on  the  environment,  controlling  drug  traffic, 
or  illegal  immigration,  if  NAFTA  were  defeated? 

This  Administration  did  not  negotiate  the  NAFTA.  Moreover, 
Bill  Clinton  as  a  presidential  candidate  v/as  sharply  critical  of 
the  economic  and  trade  policy  of  his  predecessors.  When  confronted 
with  the  need  to  make  a  decision  on  NAFTA,  he  approached  it  very 
skeptically.  There  were  powerful  political  reasons  for  opposing 
it. 

But  v/hen  he  studied  it,  he  found  that  NAFTA  —  particularly  if 
strengthened  by  supplemental  agreements  —  would  be  strongly  in  the 
economic  interest  of  the  United  States.  It  v/as  not  a  favor  that  we 
vere  doing  for  Mexico.  It  would  benefit  both  countries,  and  Canada 
as  well.  It  would  not  solve  all  our  nation's  economic  problems, 
but  it  would  be  an  important  piece  of  the  economic  strategy  that  we 
were  putting  in  place  to  build  the  world's  most  productive  and 
competitive  economy. 

The  Administration  has  the  responsibility  of  convincing 
Congress  and  the  country  that  NAFTA  is  in  the  national  economic 
interest,  and  we  intend  to  do  so.  I  am  confident  that  by  the  time 
Congress  votes  on  NAFTA  later  this  year,  the  country  will  recognize 
that  NAFTA  is  a  vital  part  of  the  solution  to  the  economic 
challenges  that  face  us. 
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statement  of  the  Honorable  Ronald  K.  Noble 
Assistant  Secretary  of  the  Treasury  (Enforcement) 
before  the  Committee  on  Banking,  Finance  &  Urban  Affairs 

San  Antonio,  Texas  -  July  8,  1993 

THE  CHANGING  DIMENSION  OF 
THE  MONEY  LAUNDERING  CHALLENGE 

One  reason  that  we  are  re-examining  our  anti-money  laundering 
programs  at  the  Treasury  Department  is  because  the  approaches  taken 
by  money  launderers  are  changing.   It  is  very  fitting  that  this 
hearing  is  being  held  in  Texas  because  the  multi-dimensicnal  nature 
of  the  law  enforcement  problem  is  manifest  in  the  Lone  Star  State. 
The  Texas  banking  industry  has  made  important  strides  in  impeding 
the  illegal  flow  of  funds  into  regulated  financial  institutions 
throughout  the  State.   Training  of  bank  personnel  in  identifying 
suspicious  transactions  and  close  adherence  to  the  currency 
transaction  reporting  requirements  have  made  it  more  difficult  for 
criminals  to  put  their  cash  proceeds  directly  into  Texas  banks. 
Consequently,  drug  traffickers  and  other  criminal  organizations 
have  been  forced  to  look  for  new  methods  and  approaches. 

We  see  an  increasing  effort  to  use  fictitious  businesses  to 
camouflage  the  true  nature  of  cash.   We  also  see  illicit  money 
exchange  houses  or  casas  de  cambio  as  fronts  for  criminal 
enterprises.   The  casas  de  cambio  provide  a  valuable  service  in  the 
border  areas.   Indeed,  I  would  note  that  this  year's  Smithsonian 
Institution's  Folk  Life  Festival  on  the  Mall  in  Washington 
celebrates  the  culture  of  the  Southwest  border.   In  addition  to  its 
unique  music,  art  and  cuisine,  a  casa  de  cambio  is  featured.   In 
part  because  of  their  traditional  acceptance  along  the  border, 
these  money  exchange  houses  are  sometimes  used  as  criminal  fronts. 

Finally,  as  we  become  more  effective  in  barring  the  doors  of  U.S. 
financial  institutions  to  the  money  launderers,  currency  is  being 
shipped  across  the  U.  S.  -  Mexican  border  in  bulk.   It  is  then 
deposited  into  Mexican  banks.  Absent  more  stringent  money 
laundering  controls  in  Mexico,  the  U.S.  cash  is  effectively 
laundered  into  accounts  and  either  wire  transferred  back  into  the 
United  States  or  brought  back  as  Mexican  bank  drafts  which  are  not 
subject  to  Treasury's  currency  reporting  requirements. 
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THE  INTERNATIONAL  DIMENSION  OF  MONEY  LAUNDERING 

As  we  become  more  successful  at  the  State  and  Federal  levels  of  law 
enforcement  in  addressing  the  money  laundering  problem, 
increasingly  we  see  criminals  crossing  international  boundaries. 
They  move  money  as  effectively  as  any  international  businessman. 
They  look  for  financial  systems  that  will  help  them  conceal  the 
source  of  their  income  and  where  secrecy  laws  impede  effective  law 
enforcement.   The  Department  of  the  Treasury  is  playing  an  active 
role  in  the  international  arena.   Clearly,  no  foreign  country  is 
more  important  to  Texas  than  Mexico.   As  we  become  more  effective 
in  barring  our  institutions  to  money  launderers,  they  have  and  will 
move  South.   Consequently,  we  must  work  cooperatively  with  the 
Mexican  Government  to  ensure  that  we  don't  siT'.ply  move  the  problem. 

Two  weeks  ago,  Secretary  Bentsen  and  I  met  with  Mexican  Finance 
Minister  Aspe  and  Under  Secretary  Gil  Diaz  at  the  U.S.  -  Mexico 
BiNational  meeting  at  the  Department  of  State  in  Washington.   We 
were  encouraged  to  hear  from  the  two  senior  Mexican  Finance 
Ministry  officials  that  combating  money  laundering  continues  to  be 
a  top  priority  of  the  Salinas  administration  and  to  hear  their 
coir.mitment  to  work  with  us  to  address  it. 

I  have  spoken  with  Minister  Aspe  and  we  will  soon  be  meeting  to 
discuss  a  wide  range  of  issues  on  which  we  can  work  cooperatively. 
In  addition,  the  Government  of  Mexico  is  pressing  for  new  money 
laundering  legislation  in  an  effort  to  address  a  growing  money 
laundering  problem.   Working  together,  we  can  identify  areas  where 
we  are  vulnerable  to  money  launderers  who  can  forum  shop  between 
our  nations.   For  example,  citing  Texas'  programs  and  legislative 
etrorts,  we  can  discuss  how  to  get  a  handle  on  the  casa  de  cambio 
problem  that  plagues  the  southwest  border.   We  can  also  discuss 
steps  to  take  to  address  the  use  of  Mexican  bank  drafts  brought 
into  the  U.S.  and  deposited  in  U.S.  financial  institutions. 
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IB  BIG  S$$  LOBBYING  IN  WASHINGTON 

Can  Mexico  and 
Big  Business  USA 
Buy  NAFTA? 

CHARLES  LEWIS  AND 
MARGARET  EBRAHIM 

In  the  summer  of  1992  a  Congressional  aide  boarded  a 
plane  at  Washington's  National  Airport  with  some  of 
her  colleagues  and  flew  down  to  Mexico  City.  Donsia 
Strong,  a  staffer  with  Representative  John  Bryant,  a 
Teas  Democtat,  had  been  invited  to  take  an  all-expenses-paid 
fact-finding  trip  to  Mexico  to  learn  more  about  the  North 
American  Free  Trade  Agreement  (NAFTA). 

Her  visit  was  arranged  and  paid  for  by  a  Mexican  orgaru- 
zation  called  the  Coordinating  Council  for  Export  Business 
(COECE),  which  was  created  in  1990  to  promote  NAFTA  and 
which  works  closely  with  the  Mexican  government.  Strong's 
trip  was  one  small  part  of  a  massive  lobbying  crusade  waged 
by  the  Mexican  government  and  Mexican  corporations  on  be- 
half of  NAFTA,  which  its  supporters  claim  will  create  wide- 
spread prosperity  and  a  free-trade  zone  linking  the  United 
States,  Mexico  and  Canada.  Opponents  of  the  pact,  includ- 
ing labor,  consumer  and  environmental  groups  in  this  coun- 
try and  Mexico,  contend  that  NAFTA  will  spur  corporate 
flight  to  Mexico,  hemorrhage  jobs  from  the  United  States 
and  undermine  environmental,  health  and  workplace  safety 
regtilations. 

There  was  nothing  illegal  about  Strong's  trip — or  for  that 
matter  in  having  a  foreign  business  organization  fmance  it. 
That's  the  way  things  are  done  in  Washington,  where  lobby- 
ists— legislative  mercenaries — routinely  rig  debates  for  big- 
bucks  clients.  (Incidentally,  Strong  now  works  in  Bill  Clinton's 
White  House;  one  of  her  areas  of  responsibility  is  preparing 
legislation  to  reform  lobbying.)  Strong  was  not  the  only  U.S. 
goverrunent  official  to  make  a  trip  south  of  the  border  at  Mex- 
ican expense.  In  the  past  two  years,  Mexican  business  inter- 

Charles  Lewis,  a  former  producer  for  60  Minutes,  is  the 
founder  and  executive  director  of  the  Center  for  Public  In- 
tegrity, in  Washingtort  Margaret  Ebrahim  is  senior  associate 
at  the  center  Diane  Renzulli,  Cindy  Collins,  Bill  Baldwin  and 
Dain  DeMarco  contributed  substantial  research  to  this  proj- 
ect. The  center,  which  just  published  The  Trading  Game; 
Inside  Lobbying  for  the  North  American  Free  Trade  Agree- 
ment ($10),  is  an  independent,  nonprofit  organization  that 
examines  public  service  and  ethics-related  issues  by  combining 
investigative  reporting  and  political  science.  It  is  funded  by 
foundations,  corporations,  labor  unions,  individuals  and  rev- 
enue from  news  organizations. 


ests  have  paid  for  so-called  fan-finding  trips  by  dozens  of 
Congressional  staff  members,  a  handful  of  legislators  and  one 
governor.  And  this  has  been  merely  one  uaic  employed  by 
Mexican  corporate  and  government  inieresu  to  influence 
policy-makers  in  Washington. 

The  debate  over  NAFTA,  which  will  climax  this  fall  when 
both  the  Senate  and  the  House  vote  on  the  treaty,  has  yielded 
the  most  extensive — and  expensive — foreign  lobbying  cam- 
paign on  a  specific  issue  ever  seen  in  the  capital.  Since  1989 
the  Mexican  government  and  business  groups  have  spent  at 
least  $25  million  to  promote  the  development  and  enaament 
of  NAFTA,  hiring  a  phalanx  of  Washington  law  firms,  lobby- 
ists, public  relations  companies  and  consultants.  That  figure  is 
conservative  because  it  represents  only  the  total  that  was  re- 
ported to  the  Justice  Department  by  Modco  and  its  hired  guns. 


"This  is  a  David  and  Goliath  fight. 
One  side  has  money  and  the  other 
doesn't.' 


To  comprehend  the  magnitude  of  this  effort,  consider  the 
costs  of  the  three  largest,  most  notorious  foreign  lobbying 
campaigns  waged  in  Washington  in  the  past  quarter-cetitury. 
In  1990  Hill  and  Knowlton  was  paid  $10  million  by  the  Ku- 
waiti government  to  persuade  the  American  people  of  the 
need  for  U.S.  military  intervention  in  the  f>ersian  Gulf.  In 
1987,  after  the  media  disclosed  that  a  Japanese  company  had 
illegally  exported  high-tech  equipment  to  the  Soviet  Union, 
Japanese  corporate  interests  initiated  a  major  lobbying  drive 
to  prevent  legislative  retaliation.  Up  to  $9  million  was  lavished 
on  that  campaign.  And  in  the  late  1970s,  in  the  scandal  that 
became  known  as  "Koreagate,"  South  Korean  rice  broker 
Tongsun  Park  acknowledged  that  he  had  distributed  gifts  and 
cash  to  thirty-one  members  of  Congress  from  1967  to  1977. 
Three  Congressmen  were  officially  reprimanded  by  the  House 
of  Representatives,  and  one  was  convicted  of  conspiracy  to 
defraud  the  government.  The  value  of  Park's  payments  and 
gifts  totaled  roughly  $850,000.  Mexico's  pro-NAFTA  expen- 
ditures have  already  exceeded  the  combined  resources  of  these 
three  lobbying  campaigns. 

Hermann  von  Bertrab,  a  Mexican  businessman  who  was 
enlisted  by  President  Carlos  Salinas  de  Gortari  to  be  director 
of  Mexico's  Washington  NAFTA  office,  acknowledges  that 
the  Mexican  government  alone  will  spend  roughly  $10  million 
on  NAFTA-related  artivities  in  1993  and  that  it  spent  about 
$18  million  for  1991  and  1992.  But  he  insists  that  only  a  small 
proportion  of  this  money  goes  to  lobbying.  This  is  a  common 
refrain  of  lobbyists  when  they  describe  their  Washington  op- 
erations. The  trick  is  to  define  lobbying  rather  narrowly,  ex- 
cluding public  relations,  propaganda  (called  "education"), 
political  intelligence  and  strategy  development — all  key  as- 
pects of  lobbying. 
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The  Mexican  government  and  Mexican  corporate  interests 
have  used  much  of  those  millions  to  purchase  the  expensive 
services  of  a  potpourri  of  inside-the-Beltway  specialists.  For- 
mer U.S.  govenunent  officials,  who  know  how  to  massage  the 
Wellington  political  system,  have  been  snatched  up  and  placed 
on  Mexico's  payrolls.  Indeed,  since  1989  Mexican  interests 
have  hired  thiny-three  former  U.S.  officials  who  worked  for 
a  variety  of  government  entities;  Congress,  the  State  Depart- 
ment, the  Treasury  Department,  the  Office  of  the  U.S.  Trade 
Representative  and  others.  Their  mission  is  to  influence  the 
political  process  for  what  is  arguably  the  most  significant 
trade  issue  to  have  faced  the  American  people  and  their  elect- 
ed representatives  in  this  century. 

Why  is  the  passage  of  NAFTA  so  important  to  Mexico?  Be- 
cause its  government  and  corporations  expea  that  a  freshet 
of  desperately  needed  U.S.  investment  and  consumer  dollars 
will  flow  into  their  country  once  the  trade  barriers  between 
the  two  nations  fall.  A  few  million  dollars  is  a  small  price  to 
pay  for  what  they  hope  will  be  a  multibillion-doUar  bonanza. 

U.S.  corporations  that  favor  NAFTA — mainly  companies 
eager  to  gain  access  to  the  labor  and  consumer  markets  south 
of  the  border — have  mounted  their  own  lobbying  effort.  Al- 
though there  are  praaically  no  disclosure  recorus  now  avail- 
able to  document  expenditures,  U.S.  business  interests  are 
clearly  spending  millions  of  dollars.  Large  companies  like 
Eastman  Kodak,  American  Express  and  General  Electric  are 
members  of  an  umbrella  organization  called  USA'NAFTA 
that  is  waging  a  national  campaign,  and  have  hired  the  Wexler 
Group,  the  firm  headed  by  superlobbyist  Anne  Wexler,  the 
former  Carter  White  House  aide  The  U.S.  corporate  effort 
works  in  close  coordination  with  the  Mexican  government; 
one  top  Mexican  official  in  Washington  conducts  liaison  with 
the  U.S.  companies  campaigning  for  NAFTA.  Canada  is  more 
than  adequately  represented  in  Washington,  but  it  has  not 
been  particularly  aggressive  in  its  lobbying  for  NAFTA. 
Canada,  of  course,  already  has  a  free  trade  agreement  with 
the  United  States. 

All  this  intensive  lobbying  by  U.S.  and  Mexican  interests 
is  dedicated  to  drowriing  out  any  contrary  or  questioning  voices 


in  the  United  States.  It  is  focused  like  a  laser  on  the  Wash- 
ington power  elite  and  aims  to  see  that  a  treaty  is  approved 
that  favors  corporate  interests. 

"This  is  a  David  and  Goliath  fight,"  notes  Pat  Choate,  a 
leading  expert  on  foreign  lobbying  in  Washington.  "One  side 
has  money  and  the  other  doesn't.  What  you've  got  here  is  a 
lobbying  blitzkrieg  [by  Mexico  and  by  U.S.  and  Mexican  cor- 
porations]. They  are  able  to  bring  to  bear  the  presence  of  the 
President  of  Mexico,  the  Cabinet  of  Mexico,  the  Ambassador 
from  Mexico.  They  have  the  major  think  tanks,  the  Council 
on  Foreign  Relations,  the  International  Institute  of  Econom- 
ics, the  Council  of  the  .Americas,  full  access  to  the  editorial 
boards  and  pages  of  the  major  and  regional  newspapers  in 
this  country.  They  are  utilizing  the  full  lobbying  resources  of 
the  Business  Roundiable.  the  National  Association  of  Man- 
ufacturers, the  Chamber  of  Commerce  and  the  100  largest  in- 
dustrial corporations  in  the  United  States.  In  addition  to  that, 
they've  hired  as  lobbyists  on  retainer  every  leading  trade  ex- 
pert in  this  country.  Finally,  anyone  who  opposes  NAFTA  is 
described  as  a  racist,  a  .xenophobe  or  someone  who  is  igno- 
rant of  economics." 

The  Mexicans  Are  Coining 

When  .Mexican  President  Salinas  took  office  in  December 
1988,  he  was  not  enthusiastic  about  knocking  down  trade 
walls  between  his  country  and  the  economic  behemoth  to  the 
north.  But  the  views  of  this  Harvard-educated  economist 
changed.  In  early  1990,  Salinas  and  several  top  ministers  vis- 
ited Europe  and  discovered  that  the  Western  Europeans  were 
primarily  interested  in  investment,  trade  and  aid  opportuni- 
ties in  the  Eastern  European  nations  breaking  free  of  the  So- 
viet Union.  Salinas  concluded  that  the  world  vras  dividing  into 
trade  blocs.  He  did  not  want  tc  see  Mexico  left  out.  The  only 
choice  he  decided,  was  fuller  economic  integration  with  the 
United  States. 

While  Salinas  was  contemplating  the  economic  future  of 
his  country,  officials  in  George  Bush's  State  Department  and 
National  Security  Council  were  kicking  about  various  trade 
proposals,  including  extending  the  U.S.-Canada  Free  Trade 
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NAFTA's 
Opposition 

In  the  past  two  years,  an  unusual  anti-NAFTA  co- 
alition has  emerged.  People  and  organizations  that 
formerly  would  never  speak  to  one  another  are 
meeting  on  a  regular  basis.  The  opposition  in- 
cludes businesses,  labor  unioru,  environmental  and  con- 
sumer groups,  and  Ross  Perot.  Although  the  anti-NAFTA 
forces  are  substanually  outspent  by  the  paid  lobbyists  and 
consultants  of  Mexico  and  corporate  America,  their  abil- 
ity to  mobilize  their  members  makes  them  somewhat 
competitive. 

Many  NAFTA  opponents  belong  to  the  Citizens  Trade 
Campaign,  a  broad  coalition  of  more  than  seventy  nation- 
al organizations.  Its  annual  budget  is  a  mere  $200,000, 
and  it  employs  only  three  full-time  national  staff  mem- 
bets  and  fourteen  field  staffers.  Former  Democratic  Con- 
gressman Jim  Jontz  of  Indiana  is  the  executive  director. 

The  coalition  has  tried  to  generate  opposition  to 
NAFT.A  in  public  rallies  and  meetings  across  the  nation 
by  emphasizing  the  prospect  of  substantial  loss  of  jobs 
and  of  international  trade  tribunals  overruling  U.S. 
regulations  on  workplace  safety  and  the  environment. 
Several  unions  have  played  an  important  role  in  the  anti- 
NAFTA  effon.  The  United  Auto  Workers,  the  Interna- 
tional Ladies  Garment  Workers  Union,  the  International 
Brotherhood  of  Electrical  Workers,  and  the  Machinists, 
Teamsters  and  others  have  lobbied  lawmakers  and  staged 
protests,  sponsored  petition  campaigns  and  organized 
traveling  anti-NAFTA  caravans  with  displays,  speakers 
and  videos  about  worker  exploitation  in  Mexico.  The 
A.F.L.-C.I.O.,  like  the  U.S.  business  community,  has 
talcEn  out  advertisements  and  worked  with  other  groups — 
such  as  the  nonprofit  Congressional  Economic  Leader- 
ship Institute— in  organizing  trips  to  Mexico  for  legisla- 
tors. A.F.L.-C.I.O.  trade  analyst  Mark  Anderson  says  the 
federation's  opposition  to  NAFTA  is  largely  unorganized 
and  "a  low-budget  operation."  If  the  federation  fully  mo- 
bilized its  14  million  members,  it  could  influence  the 
NAFTA  debate.  Recently,  however,  the  executive  council 
decided  to  push  for  appropriate  side  agreements  to  the 
paa  rather  than  launch  a  national  campaign  to  derail  it, 
as  many  union  leaders  have  urged. 

A  few  business  organizations  also  oppose  the  treaty. 
The  American  Trade  Council  and  the  U.S.  Business  and 
Industrial  Council  view  NAFTA  as  a  potential  threat  to 
small  and  middle-sized  U.S.  companies  less  able  to  relo- 
cate to  Mexico  than  big  corporations.  They  also  fear  that 
the  free-trade  zone  w  ill  enable  overseas  companies  to  use 
Mexico  as  an  alternative  staging  area  to  circumvent  U.S. 
import  laws. 

Cooperating  with  the  anti-NAFTA  business  associa- 


tions is  Public  Citizen,  a  Ralph  Nader  group.  Until  re- 
cently. Public  Citizen  has  had  one  full-time  person  on  the 
NAFT.A  case:  Lori  Wallach,  who  directs  the  trade  pro- 
gram at  Public  Citizen's  lobbsing  arm.  Congress  Watch. 
Wallach  glories  in  being  a  trouble-maker.  During  the 
highly  secretive  NAFTA  negotiations  in  1991  and  1992, 
Public  Citizen  and  other  opposition  forces  were  locked 
out  and  complained  that  their  concerns  were  not  being 
addressed.  No  one  would  provide  copies  of  position 
papers  or  other  negotiating  materials.  In  February  1992, 
Public  Citizen  received  a  leaked  copy  of  the  NAFTA 
text.  It  released  the  document  to  the  public  causing  an 
uproar  within  the  Bush  .Administration  over  the  breach 
of  security.  The  office  of  the  U.S.  Trade  Representative 
immediately  began  tagging  the  NAFTA  drafts  with  a 
secret  code,  so  any  leaked  text  could  be  traced  back  to  the 
culprit.  On  Capitol  Hill.  Wallach  has  lobbied  furious- 
ly, along  with  lobbyists  from  unions  and  other  groups. 
But  the  money  spent  by  the  anti-NAFTA  forces  is  a 
mere  fraction  of  Mexican  and  U.S.  corporate  lobbying 
expenditures. 

Environmentalists  are  split  on  NAFTA.  Greenpeace, 
Friends  of  the  Earth  and  the  Sierra  Club  are  active  par- 
ticipants in  the  Citizens  Trade  Campaign.  Their  chief 
worry  is  that  NAFTA  will  make  it  easier  for  U.S.-based 
corporations  to  move  their  operations  to  poorer  countries 
with  weaker  environmental  regulations,  thereby  sidestep- 
ping U.S.  laws  but  also  jeopardizing  the  safety  and  health 
of  indigenous  people  in  less-developed  nations.  A  warn- 
ing sign  came  in  1991  when  Mexico  challenged  a  U.S.  law 
banning  tuna  imports  from  countries  that  killed  more 
than  20,000  dolphins  annually  during  tuna  catches.  The 
Mexicans  argued  that  the  law  constituted  an  unfair  trade 
barrier.  An  international  trade  panel  ruled  in  favor  of 
Mexico.  Some  environmentalists  envision  more  such  cases 
should  NAFTA  be  ratified.  But  recently  six  large  envi- 
ronmental organizations — the  National  Audubon  Soci- 
ety, the  Nature  Conservancy,  the  National  Wildlife  Fed- 
eration, the  Environmental  Defense  Fund,  the  World 
Wildlife  Fund  and  Defenders  of  Wildlife— announced 
they  would  suppon  the  treaty,  as  long  as  appropriate  aux- 
iliary agreements  are  negotiated. 

The  anti-NAFTA  coalition  has  one  potential  wild  card; 
Ross  Perot,  who  has  testified  twice  before  Congress  against 
the  treaty.  His  organization.  United  We  Stand.  Ameri- 
ca— with  an  estimated  membership  of  1-2  million — is 
campaigning  against  the  treaty.  On  May  30,  Perot  will 
devote  a  thirty-minute  infomercial  on  prime-time  TV 
to  NAFTA. 

Recently.  Perot  joined  other  NAFTA  opponents  for 
lunch,  during  which  Ralph  Nader  warned  that  Mexico 
and  U.S.  corporations  will  "blitz"  the  network  airwaves 
with  TV  commercials  promoting  NAFTA.  Perot  asked 
how  much  the  pro-NAFTA  forces  might  spend.  Twenty- 
five  million,  Nader  replied.  Perot  smiled  and  said,  "1  can 
do  that."  — C.L.  and  M.E. 
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Agreement,  signed  In  1988.  into  a  wider  pact  that  would  in- 
clude Mexico.  Eventually.  Salinas  let  Washington  know  he 
was  thinking  along  the  same  lines.  In  June  1991.  the  three  na- 
tions opened  talks  on  a  tnlateraJ  agreement.  A  year  and  a  half 
later,  the  paa — drawn  up  under  conditions  of  unprecedented 
secrecy— was  signed  by  Salinas,  George  Bush  and  Canadian 
Prime  Minister  Brian  Mulroney  at  a  ceremony  in  Washington. 
Once  Mexico  was  committed  to  a  treaty,  it  wasted  little  time 
in  lining  up  influential  .Americans  who  could  grease  the 
wheels  of  Washington.  In  September  1990.  Mark  Anderson, 
the  A.F.L.-C.I.O.'s  veteran  international  trade  analyst,  re- 
ceived a  telephone  call  at  his  Washington  office  from  a  Mex- 
ican Embassy  official,  asking  whether  he  was  willing  to  meet 
with  Herminio  Blanco,  who  would  soon  become  Mexico's 
chief  trade  negotiator  on  NAFTA.  Anderson  agreed,  and  over 
breakfast  at  the  Ritz  Carlton  Hotel.  Blanco  spoke  of  .Mexi- 
co's keen  interest  in  NAFTA,  and  in  the  Mexican  govern- 
ment's desire  to  make  NAFTA  a  reality  in  Washington.  Blanco 
told  Anderson  he  was  "in  town  lobbyist  shopping."  By  any 
standard,  the  shopping  became  a  spree. 

In  1990  and  early  1991 ,  Mexico  was  confronted  by  a  daunt- 
ing task;  figuring  out  where  to  apply  infiuence  so  that  the  U.S. 
political  system  would  work  in  its  favor.  According  to  von 
Bertrab.  .Mexico's  NAFTA  liaison  in  Washington,  at  the  start 
of  its  pro-NAFTA  drive  Mexican  officials  realized  they  had 
very  little  experience  and  knowledge  about  the  inner  workings 
of  the  United  States.  "We  really  did  not  have  a  clue,"  he  says. 
But  clues  could  be  bought  very  easily.  There  was  another  prob- 
lem, though:  the  general  perception  of  Mexico  in  the  United 
States.  The  Salinas  government  hoped  to  change  the  view  of 
Mexico  as  a  low-wage,  socially  troubled,  environjnentally  pol- 
luted country  that  exports  illegal  aliens  to  the  United  States. 
The  .Mexican  government,  through  its  Ministry  of  Com- 
merce and  Industrial  Development  (SECOFI),  opened  a 
Washington  office  separate  from  its  embassy  and  hired  a  num- 
ber of  well-connected  Washington  law,  P.R.  and  lobbying 
firms.  Their  overiapping  missions  were  influencing  legislators, 
recasting  .Mexico's  public  image  in  the  United  States,  estab- 
lishing "grass  roots"  support  for  NAFTA  in  the  fifty  states, 
gauging  actual  U.S.  negotiating  strategy.  In  a  short  period  of 
time.  Mexico  was  wired. 

Von  Bertrab  speaks  almost  daily  with  Jorge  Montano,  Mex- 
ico's Ambassador  to  the  United  States,  and  Jaime  Serra 
Puche,  who  is  in  charge  of  SECOFI  in  Mexico.  On  most  Fri- 
days, von  Bertrab  meets  with  SECOFI's  chief  lobbyists  work- 
ing Capitol  Hill.  A  larger  group  of  consultants  and  analysts 
working  for  .Mexico,  NAFT.A  "allies,"  also  meets  at  his  of- 
fice about  once  a  week. 

Von  Bertrab  also  has  his  own  intelligence-gathering  system. 
Every  week  Stephen  Lande.  a  former  Assistant  U.S.  Trade 
Representative  who  now  works  for  the  consulting  firm  Man- 
chester Trade,  sends  von  Benrab  papers  on  specific  NAFTA 
trade  issues  and  strategy.  One  of  von  Benrab's  key  aides  main- 
tains regular  contact  with  Gail  Harrison  of  the  Wexler  Group, 
which  effectively  runs  USA'NAFTA,  the  umbrella  organiza- 
tion of  U.S.  corporations  supporting  the  agreement.  Another 
source  is  Sandra  Masur.  director  of  international  trade  policy 
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for  Eastman  Kodak,  which  has  a  substaniial  presence  in  Mex- 
;.o.  Kodak  is  deeply  involved  in  the  so-called  grass-roots  ef- 
.'jr.  to  promote  NAFTA. 

Mexico's  NAFTA  office  retained  the  PR.  firm  Burson- 
;.;arsteller— which  has  handled  such  clients  as  Shell  Chemical 
Company.  Saudi  Basic  Industries,  Salomon  Brothers  and 
lithlehem  Steel— to  sell  the  image  of  a  "new  Mexico."  The 
fiacks  at  Burson-Marsteller  hope  to  promote  .Mexico  as  a 
modern,  industrializing  nation  with  a  technically  capable 
v.or.':  force.  .As  part  of  the  genera]  outreach  strategy.  SECOFI 
has  hired  at  least  three  prominent  Hispanic  Americans:  for- 
mer State  Depanment  Chief  of  Protocol  Abelardo  Valdez. 
former  .New  Mexico  Governor  Toney  .\naya  and  former  Nav7 
Secretary  Edward  Hidalgo.  Von  Benrab's  operation  even 
boasts  a  staff  member  who  handles  liaison  with  U.S.  environ- 
mental groups  and  high-tech  environmental  companies. 

B'jrson-.Marsteller.  which  has  been  paid  almost  S5.4  mil- 
lion in  fees  and  eepenses  since  Oaober  1990  by  SECOFI,  took 
several  other  steps  to  refurbish  its  client's  image.  For  exam- 
pie,  the  firm  produced  thousands  of  rosy  brochures  titled 
"Partners  in  Trade"  and  "Protecting  the  Environment."  These 
b.-cchures  were  distributed  to  government  agencies.  U.S.  leg- 
islators and  numerous  pro-NAFTA  organizations,  including 
the  Heritage  Foundation,  the  U.S.  Council  of  the  Mexico-U.S. 
Business  Committee,  the  U.S.  Chamber  of  Commerce  and 
many  others.  The  Office  of  the  President  of  Mexico— as  op- 
posed to  SECOFI — paid  Burson  over  $1.5  million  in  fees  and 
expenses  to  create  television  and  newspaper  ads  that  promote 
Mexico's  supposedly  tough  efforts  to  combat  drug  traffick- 
ing. For  its  account  on  NAFTA,  Burson-Marsteller  estab- 
ished  a  speakers  bureau,  monitored  media  coverage  of  the 
trade  issue  and  produced  speeches.  Burson  has  also  funneled 
monthly  retainer  fees  to  two  lobbying  firms  working  for 


SECOFI:  the  Brock  Group  (530,000)  and  Gold  and  Lieben- 
good  ($27,000). 

Round  and  Round  (be  Revolving  Door 

Playing  first  violin  in  .Maestro  von  Benrab's  Washington 
orchestra  is  Robert  Herzstein.  a  former  U.S.  Under  Secretary 
of  Commerce  in  the  Caner  Administration.  Herzstein,  a  law- 
yer with  the  firm  of  Shearman  &.  Sterling,  is  the  top  American 
adviser  to  the  NAFTA  lobbying  campaign  of  the  Mexican 
government.  Shearman  is  the  only  firm  retained  by  Mexico  to 
do  both  legal  work  and  lobbvnng.  During  the  NAFTA  negoti- 
ations, Herzstein  was  the  lead  U.S.  counsel  to  the  Mexican  ne- 
gotiating team.  Herzsiein's  colleagues  call  him  "Mr.  Mexico." 

Herzstein  is  a  poster  boy  for  the  Washington  revolving  door 
between  government  and  the  pnvate  sector,  .\fter  working  on 
trade  policy  for  the  government  in  the  late  1970s,  in  the  1980s 
he  and  his  firm  made  hundreds  of  thousands  of  dollars  as 
Canada's  lead  counsel  during  negotiations  of  the  U.S.-Canada 
Free  Trade  Agreement.  Since  1991  SECOFI  has  paid  more 
than  S5  million  in  fees  and  expenses  to  Shearman  &  Sterling 
for  help  in  negotiating  and  passing  N.\FTA,  according  to  doc- 
uments the  firm  has  filed  with  the  Justice  Depanment  under 
the  Foreign  Agent  Registration  .Aa.  What  Justice  records  do 
not  reveal  is  that  Shearman  &.  Sterling  has  actively  tracked 
members  of  Congress  and  their  views  on  NAFTA,  targeting 
those  who  are  on  the  fence  and  then  lobbying  them.  For  ex- 
ample, this  past  February  24,  one  of  the  firm's  represenutives 
attended  a  private  breakfast  held  by  the  U.S.  Council  of  the 
Mexico-U.S.  Business  Committee  at  the  National  Democratic 
Club  to  persuade  new  legislators  to  suppon  the  treaty.  It  has 
contacted  governors,  state  and  city  officials,  and  state  eco- 
nomic development  and  commerce  depanments  to  determine 
local  sentiment  toward  NAFTA.  The  firm  forwards  this  in- 
telligence to  Mexico's  NAFTA  office  in  Washington.  Then 
von  Benrab  dispatches  one  or  more  of  his  many  lobbyists  to 
work  on  the  appropriate  state  or  local  official. 

Assisting  Herzstein  at  Shearman  &.  Sterling  are  longtime 
lobbyist  Anita  Epstein  and  political  analyst  David  Parkhurst. 
Ironically,  Parkhurst  served  on  the  presidential  campaign  of 
Ross  Perot — a  prominent  opponent  of  NAFTA— and  he  was 
responsible  for  research  and  Perot  position  papers  on  foreign 
lobbying  reform. 

Mexico  is  not  counting  solely  on  Herzstein's  influence- 
peddling  acumen.  In  its  pockets  are  many  other  high-powered 
revolving-door  lobbyists,  including  Bill  Brock,  whom  some 
people  in  Washington  tout  as  the  "father"  of  NAFTA.  In 
1982,  as  U.S.  Trade  Representative,  Brock  initiated  official 
talks  with  Mexico  on  a  bilateral  free-trade  agreement.  Nine 
years  later,  as  a  private  consultant  on  Mexico's  payroll,  he  was 
helping  the  Bush  Administration  enaa  NAFTA. 

His  consulting  firm.  The  Brock  Group,  is  a  good  buy  for 
Motico.  Since  1991,  it  has  been  assisting  Burson-Marsteller 
and  providing  Mexico's  NAFTA  office  what  it  calls  (in  doc- 
uments filed  with  the  Justice  Depanment)  "strategic  coun- 
seling on  trade,  labor  and  political  policy  issues."  The  Brock 
Group  has  been  contacting  key  players  on  the  Hill,  in  the 
White  House  and  at  federal  agencies.  Brock  personally  dis- 
cussed NAFTA  with  Senate  minoritv  leader  Bob  Dole  and 
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THE  PLAYERS 

FORMER  U.S.  GOVERNWENT  OFFICIALS  WORKING  FOR  NAFTA'S  PASSAGE,  1989-PRESENTr 
AS  REPORTED  TO  THE  DEPARTMENT  OF  JUSTICE 

Regislraal                                CumnI  Finn                                  Former  Governmenl  Position  (Years  Served) 

Toney  Anaya                            Independent  Lobbyist                    • 

Governor  of  New  Mexico,  1983-87 

Allomey  General  of  New  Mexico.  1975-79 

Admin.  Asst.  to  New  Mexico  Governor  Brace  King.  1971-72 

Leg.  Counsel  for  Sen.  Joseph  .Montoya,  1966-69 

Exec  Asst.  10  the  Asst.  Sec  of  Slate,  1966 

Timothy  Bennett                     SJS  Advanced  Strategies 

Deputy  Asst..  U.S.  Trade  Rep.  for  Mexico,  1985-88 

U.S.  Trade  Attache  to  the  E.E.C.,  U.S.  Trade  Rep..  1981-85 

Exec  Dir..  U.S.  Generalized  System  of  Preferences,  U.S.T.R.,  1980-81 

John  Bode                             Olsson,  Franic,  and  Weeda 

.\sst.  Sec  for  Food  and  Consumer  Services,  U.S.  Depi.  of  Agriculture, 
l98:-89 

William  Brock                       The  Brock  Group 

Sec  of  Labor.  1985-87 

US.  Trade  Rep.,  1981-85 

Chairman.  Republican  Nat'l  Comm..  1977-81                                        , 

Sen..  1970-76 

Member,  U.S.  House  of  Reps.,  1962-70 

Doral  Cooper                          Crowell  &  Moring 

International                                  < 

Asst.  U.S.  Trade  Rep.,  Office  of  Bilateral  and  Multilateral  Affairs.  1981-85 

Deputy  Asst.  Speaal  Trade  Rep.  for  Japan  and  Developing  Countries. 

1978-81 

Economist  and  Exec  Dir.  of  the  Generalized  System  of  Preferences 

Prog.  U.S.TR.,  1977-78 

Economist  for  Int'l  Finance  and  Trade  Matters,  Council  of  Econ.  Advisers. 

1975-77 

Peter  Ehrenhaft                       Bryan  Cave                                     • 

Deputy  Asst.  Sec  and  Special  Counsel  (Tariff  Affairs),  Depi.  of  the  Treasury. 

1977-79 

James  Free                               Walker/Free  Associates 

Cong.  Liaison  to  the  White  House  (Caner  Admin.)                                          1 

James  Frierson                       The  Brock  Group 

>  Coord.,  U.S.  government's  policy  on  the  funaionmg  of  the  GATT  system 
in  the  Uraguay  Round.  1987-89                                                                   ^ 

'  Chief  of  Staff,  Off.  of  the  U.S.  Trade  Rep..  1985-89 
Special  Asst.  to  Amb.  William  Brock.  U.S.  Trade  Rep.,  1981-85 

Lee  Fuller                                Walker/Free  Associates 

»  Majority  Staff  Dir.  under  Sen.  Lloyd  Bcntscn.  Sen.  Comm.  on  Environment  1 
and  Public  Works,  1985-87                                                                                | 
•  Minority  Staff  Dir..  Sen.  Comm.  on  Environ,  and  Pub.  Works.  1978-85 

Peter  Clavas                           Gold  and  Liebengood 

•  Special  Asst.  to  Sen.  David  Boren.  1987-88 

•  Tax  Counsel.  Sen.  Boren,  1984-88 

•  Chief  of  Staff,  Sen.  Boren,  1984-86 

•  Campaign  Mgr.  and  Field  Rep.,  Oklahomans  for  Boren.  1980-84 

Martin  Gold                          Gold  and  Liebengood 

>  Legal  Counsel  for  Sen.  Howard  Baker,  1981-82 

•  Counsel  for  Floor  Operators  to  Baker,  1979-80 

•  Min.  Staff  Dir.  and  Counsel,  Sen.  Comm.  on  Rules  St,  Administration,  1977-79 

•  Staff,  Sen.  Intell.  Comm.,  1976 

•  Legal  Asst.  to  Sen.  Mark  Hatfield,  1973-76 

Gabriel  Guerra-Mondragon    Guerra  &  Associates 
TKC  International 

»  .Adviser  on  Nat.  Security  issues.  Clinton  transition  team.  1992-93 
■  Special  Asst.  to  the  US.  Amb.  to  Mexico.  1980-83 

Robert  Herzstein                     Shearman  &  Sterling 

•  Under  Sec  for  Int'l  Trade.  Dept.  of  Commerce.  1980-81 

Edward  Hidalgo                      Independent  Lobbyist 

•  Sec  of  the  Navy.  1979-81 

>  Asst.  Sec  of  the  Navy,  1977.79 

>  Gen.  Counsel  and  Cong.  Liaison.  U.S.  Information  Agency.  1973-76 

•  Special  Asst.  to  Director  of  the  U.S.  Information  Agency.  1972 

•  Special  Asst.  to  the  Sec  of  the  Navy.  1945-46.  1965-66 

William  Hildenbrand              Gold  and  Liebengood 

•  Sec  of  the  Senate.  1980-84 

>  Sec  for  the  Min..  U.S.  Senate.  1974-80 

•  Chief  of  Staff.  Sen.  High  Scott.  1969-74 

•  Leg.  Asst.  to  Sen.  Caleb  Boggs.  1961-68 

•  Asst.  Cong.  Liaison,  Depi.  of  Health,  Education  &  Welfare,  1959-60 

•  Aide  to  Rep.  H.G.  Haskell,  1957-58 

Patricia  Jarvis                          Gold  and  Liebengood 

>  Special  Assi.,  Off.  of  Leg.,  Dept.  of  Health  and  Human  Services.  1986-87 

Ruth  Kurtz                               Independent  Lobbyist 

•  Aide  to  Sen.  Willi.im  Roth,  mid-1980s  (left  in  1989) 

•  Trade  Adviser.  Int'l  Trade  Comm..  1980-83 

•  Int'l  Economist  and  U.S.  Trade  Neg..  Dept.  of  Commerce.  1970-1980 
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Regislninl 


Currenl  Firm 


Former  Government  Position  (Years  served) 


Stephen  Lande 


Manchester  Trade 


•  Assistant  U.S.  Trade  Rep.  for  Bilateral  Affairs  (left  1982) 

•  Office  ot  the  Special  Trade  Rep.,  including  Deputy  Asst.  U.S.T.R..  1973-82 

•  Slate  Dept..  Chief  of  Econ.  and  Info.  Services,  U.S.  Embassy,  Luxembourg, 
1970-73 

•  State  Dept..  Consular  Off..  Athens,  Greece,  1966-68 


Howard  Liebengood 


Cold  and  Liebengood 


•  Sergeant-al-Amis.  U.S.  Senate.  1981-84 

•  Leg.  Counsel  to  Sen.  Min.  Leader,  1977-81 

•  Min.  Staff  Dir..  Sen.  Select  Comm.  on  Intell..  1976-77 

•  Consultant  to  Sen.  Howard  Baker,  1975-76 

•  Asst.  Min.  Counsel,  Watergate,  1973-74 


George  Mannina 


Mary  Lou  MtKTormick 


Joseph  O'Neill 


Phil  Potter 


William  Ratchford 
Ono  Reich 


Mark  Robertson 
John  Scruggs 


Peter  Slone 


James  Smith 


Michael  Smith 


David  TaniUo 


Abelsirdo  Valdez 


CharU  Walker 


O'Connor  &  Haiman 


•  Chief  Min.  Counsel,  House  Merchant  Marine  and  Fisheries  Comm.,  1983-85 

•  Min.  Counsel,  House  Subcomm.  on  Fisheries,  Wildlife,  Conservation  and 
the  Environment,  1975-83 

•  Leg.  Asst.  to  Rep.  Edwin  B.  Forsythe,  1972-75 

•  Admin.  Aide  to  Rep.  Gilbert  Gude,  1971-72 


formerly  of 

Cold  and  Liebengood 


•  Press  Asst..  Deputy  Press  Set,  and  Press  Sec.  to  Sen.  Bob  Packwood, 
1981-87 


PubUc  Strategies 


•  Admin.  .\ssi.  to  Sen.  Lloyd  Bentsen,  1980-84 

•  Exec.  Asst.  to  Sen.  Bentsen's  Texas  ofnce,  1972-79 


Walker/Free  Associates 


•  Aide  to  Sen.  Peter  Dominick,  1969-70 

•  Senior  positions,  Dept.  of  Treasury,  1970-71 


Cjold  and  Liebengood 


•  Member.  House  of  Reps.,  1979-85 


The  Brock  Group 


•  Amb.  to  Venezuela,  1986-89 

•  Special  .Adviser  to  the  Sec  of  State,  Interagency  Office  of  Pub.  Diplomacy 
for  Latin  America  and  the  Caribbean,  1983-86 

•  Asst.  Admin.,  US.  Agency  for  Int'l  Devel.  Progs,  on  Latin  America  and 
the  Caribbean.  1981-83 

•  Staff  .Asst.,  House  of  Reps..  1970-71 


Cold  and  Liebengood 


•  Leg.  Dir  for  Rep.  Stan  Parris,  1980s 


Gold  and  Liebengood 


•  Asst.  Sec.  for  Legislation,  Dept.  of  Health  and  Human  Services,  1983-84 

•  Special  Asst.  to  the  Pres.  for  Leg.  Affain,  1981-82 

•  Floor  Asst.  to  House  Republican  Whip  Trent  Lott,  1980-81 

•  Staff  .Member  of  the  House  Rules  Comm..  late  1970s 


Cold  and  Liebengood 


•  Deputy,  Nat'l  Campaign  Mgr..  .Mondale  for  President,  1984 

•  U.S.  House  Approps.  Comm.  Assoc  Staff,  and  Cong.  Liaison  to  the 
House  Educ.  and  Labor  Comm.  and  Select  Coram,  on  Aging,  office  of 
Rep.  William  Ratchford.  1978-83 


Walker/ Free  Associates 


•  U.S.  Compt.  of  the  Currency,  1973-76 

•  Deputy  Under  Sec,  Treasury  Dept.,  and  Dir,  Off.  of  Cong.  Relations, 
Treasury  Dept.,  1969-73 

•  Min.  Counsel  to  the  Sen.  Subcomm.  on  Intergovx'l  Rel.,  1960-62 

•  Leg.  Asst..  Sen.  Karl  Mundt.  195^60 


SJS  Advanced  Strategies 


•  Deputy  U.S.  Trade  Rep..  1980-88 

•  US.  .\mb.  to  GATT.  Geneva,  1979-83 

•  Chief,  U.S.  Textile  Negotiator,  1975-1979 

•  Deputy  Chief,  then  Chief,  Fibers  and  Textile  Div.,  US.  Sute  Dept..  1973-74 

•  Chief  of  Pres.  Corres.  for  the  White  House.  1970-73 

•  Foreign  Service,  various  positions,  including  Foreign  Service  Off.,  1958-70 


Shearman  &  Sterling 


•  Nominated  lo  be  Asst.  Sec  for  Econ.  and  Bus.  Aff.,  State  Dept.,  3/19/93; 
not  confirmed  as  of  press  lime 

•  Chief  Emplov  Counsel  of  the  Sen.  Comm.  on  Labor  and  Human 
Resources.  1987-89 

•  Exec.  Assi   10  the  Under  Sec,  Dept.  of  Commerce  (Int'l  Counsel),  1980-81 


Independent  Lobbyist 


•  Amb..  Chief  of  Protocol.  State  Dept..  1979-81 

•  Asst.  Admin   for  Latin  .America  &  the  Caribbean,  U.S.  Agency  for  Int'l 
Devel.,  1V77-79 


Walker/ Free  Associates 


•  Deputy  Sec.  ol  the  Treasury.  1972-73 

•  Under  Sec.  ol  the  Treasury,  1969-72 

•  Asst.  to  [he  Sec  of  the  Treasury,  1959-61 


•  Chart  reflects  those  who  have  lobbied  or  done  tjlhfr  pro-NAFTA  or  trade-related  work. 
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former  Representative  Donald  Pease.  The  Brock  Group  is 
loaded  with  other  former  officials  with  trade  experience  who 
are  working  on  the  Mexican  account:  James  Frierson.  former 
chief  of  staff  for  U.S.  Trade  Representative  Clayton  Yeutter, 
and  Otto  Reich,  former  Ambassador  to  Venezuela.  Reich,  for 
one,  knows  how  to  skew  a  public  debate.  In  the  mid-1980s, 
he  headed  the  State  Department's  Latin  American  Office  of 
Public  Diplomacy,  which  disseminated  disinformation  and 
pTO{>aganda  to  discredit  the  Sandinistas  of  Nicaragua  and  US. 
journalists  reporting  on  the  contra  v/ai. 

Brock  is  one  of  those  Washington  eminences  whose  state- 
ments on  trade  matters  receive  serious  consideration  from  law- 
makers and  opinion  leaders.  But  not  everyone  he  speaks  to 
realizes  he  now  has  a  personal  and  professional  interest  in 
NAFTA.  In  April  1991  Brock  testified  before  the  Senate  R- 
nance  Committee.  He  was  billed  as  a  former  U.S.  Trade  Repre- 
sentative, a  specialist  in  the  often  arcane  world  of  trade  policy, 
someone  to  be  heeded.  He  spoke  favorably  of  a  U.S.-Mexican 
fiee  trade  agreement.  Mexican  officials  present  must  have  been 
pleased  to  have  such  a  high-profile  U.S.  trade  expert  make 
their  case.  He  earned  his  paycheck  that  day.  But  not  everyone 
in  the  committee  room  knew  Brock  was  a  hired  gtm.  Brock  ne- 
gitcted  to  mention  he  was  receiving  a  large  simi  of  money  from 
Buison-Marsteller  and  the  Mexican  govenmient  at  the  time. 

When  asked  later  about  his  failure  to  disclose  his  financial 
fink  to  Medco,  Brock  maintained  that  since  he  had  registered 
as  a  foreign  agent  for  Mexico,  his  affiliation  was  no  secret. 
But  Congressional  committee  staff  do  not  routinely  trudge 
over  to  the  Justice  Departmem  to  check  on  the  foreign  ties 
of  prospective  witnesses.  The  conflicts  of  interest  cf  witnesses 
are  often  not  known  to  the  conunittees  that  receive  their  tes- 
timony. In  this  case,  nothing  in  the  public  record  of  the  hear- 
ing revealed  that  Brock  had  financial  loyalty  to  Mexico. 

The  Stroking  of  Congress 

When  122  new  members  of  Congress  were  elected  last  No- 
vember, Mexico's  NAFIA  team  sprang  into  action — every  new 
legislator  was  specifically  targeted  to  be  contaaed  by  a  lobby- 
ing firm  retained  by  Medco.  One  of  these,  \\Wker/Free  Associ- 
ates, took  on  the  Midwestemers.  Another,  Public  Strategies, 
was  assigned  to  hammer  the  California  and  Texas  members; 
Cold  and  Liefoengood,  Inc  was  assigned  the  Senate  Republi- 
cans and  TXC  International  drew  the  new  Hispanic  members. 
These  firms  are  considered  to  be  among  the  most  effectiv."  in 
the  btisiness.  Charls  Walker  of  Walker/Free  Associates,  Under 
Secretary  of  the  Treasury  and  Deputy  Secretary  of  the  Trea- 
sury in  the  Nixon  Administration,  is  one  of  the  most  renowned 
lobbyists  in  >\^hington.  (His  other  clients  have  included 
Anhe»iser-Busch,  AT&T,  CBS  Records,  Columbia  Pirtures, 
Mitsubishi  and  CSX  Corporation.)  His  associate  Phil  Potter 
is  also  a  former  Treasury  Department  official.  Walker/Free 
Associates  is  handling  much  of  the  day-to-day  schmoozing 
on  the  Hill,  monitoring  and  lobbying  new  members.  It  has 
contacted  more  than  300  government  officials  over  a  two-year 
period,  according  to  Justice  Department  records.  Walker  and 
his  colleagues  have  contacted  staff  members  of  the  Senate  Fi- 
nance Committee  seventeen  times  and  the  House  Ways  and 
Means  Committee  eleven  times. 


Public  Strategies  is  run  by  Joe  O'Neill,  once  the  top  aide  to 
Treasury  Secretary  Lloyd  Bentsen  when  he  was  in  the  Senate. 
From  June  1991  to  October  1992,  O'Neill's  small  firm  was  paid 
S455 , 77 1 .  For  all  that  money,  O '  Neill  visited  a  number  o f  legis- 
lators to  sell  them  on  the  wonders  of  NAFTA.  Making  the  most 
of  his  old  Bentsen  ties,  be  contacted  old  friends  in  the  for- 
mer Senator's  office  sixteen  times  and  contaaed  the  Senate 
Finance  Committee  (on  which  Bentsen  served)  twenty-three 
times.  He  and  his  firm  pitched  NAFTA  to  Senators  Brock 
Adams  and  Chuck  Robb  and  Representatives  Howard  Berman, 
Bob  Matsui,  Richard  Gephardt  and  Ron  Wyden,  among  others. 


Several  Clinton  advisers  were  close 
to  Mexican  business  interests  or 
friends  of  NAFIA. 


SECOFI  paid  lobbyisu  Gold  and  Liebengood  SS23,000  in 
fees  from  June  1991  to  December  1992.  Howard  Liebengood 
is  a  former  Senate  sergeant-at-arms.  Many  of  his  associates 
working  the  NAFTA  beat  are  former  govenmiem  officials 
who  have  served  as  staff  members  in  the  House,  the  Senate 
and  the  Department  of  Health  and  Himian  Services.  Gold 
and  Liebengood  contacted  members  of  Congress  and  their 
staff  nearly  500  times  in  a  year  and  a  half.  Mary  Latimer,  a 
staffer  formerly  with  Donald  Pease  and  currently  with  the 
House  Ways  and  Means  Committee,  was  targeted  fifteen 
times.  Representative  Jim  Kolbe  and  his  staff  were  contacted 
twenty-foiu-  times.  According  to  Justice  Department  docu- 
ments, key  Seiuite  Finance  and  Commerce  Committee  staff 
members  were  plied  with  "Christmas  candy"  from  the  gov- 
ermnent  of  Mexico,  via  Gold  and  Liebengood. 

What  was  the  need  for  such  an  army  of  lobbyists?  For  one 
thing,  there  is  strength  in  numbers:  The  more  lobbyists  you 
can  mobilize,  the  more  officials  you  can  see.  And  each  lobby- 
ist has^r  likes  to  boast  he  or  she  has — special  contacts  with 
certain  members  of  Congress  or  executive  branch  officials. 
Finally,  that's  the  way  things  are  done  in  this  town.  Von  Ber- 
ttab  has  a  simple  explanation  for  Medco's  saturation  strategy: 
"When  in  Rome,  do  as  the  Romans  do." 

The  Selling  of  the  President-Elect 

At  the  start  of  its  pro-NAFTA  drive,  Mexico  was  fortimate 
not  to  have  to  worry  about  the  While  House.  Bush  was  a  solid 
friend  of  NAFTA.  The  punditocracy  pronounced  Jiim  a  sure 
two-termer.  But  then  Bush's  hold  on  the  presidency  began  to 
weaken.  .\nd  Mexico  was  not  about  to  be  caught  flat-footed. 

As  Clinton's  political  fortunes  ascended,  pro-  and  anti- 
NAFTA  forces  launched  intense  efforts  to  win  him  over. 
Labor  leaders  met  with  Clinton  and  raised  their  objections 
to  the  treaty;  unionists  pressed  anti-NAFTA  position  papers 
on  his  campaign  aides.  But  they  were  outgunned  by  the  Mot- 
icans — who  were  egged  on  by  U.S.  lawmakers. 

According  to  von  Benrab,  Democratic  members  of  Con- 
gress backing  NAFTA  urged  Mexican  government  officials 
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"to  Stan  having  some  connection  »iih  the  (Democraticl  pany 
and  the  ICIinton]  campaign."  Von  Bertrab  admits  he  heeded 
the  advice,  but  he  will  not  say  who  in  'Mt  campaign  'Aas  ap- 
proached by  Mo:ican  government  reps.  They  had  a  weuith  of 
choices.  Several  Clinton  advisers  «ere  close  to  Mexican  busi- 
ness interests  or  fans  of  N.-\FT.A..  (Seme  Cll.'-'icmtei  we.-^  regis- 
tered foreign  agents.)  One  top  adviser  was  Roben  Rubin,  who 
was  at  the  time  co-chairman  of  Goldir.on.  Sachs  and  Company, 
the  Wall  Street  investment  banking  firm.  Rubin  personally 
handled  several  of  Goldman.  Sachs'f  rr.os:  in:por:ant  clients. 
including  the  government  of  .\ic>Jcc.  He  wcuid  be  nam=d  by 
Clinton  to  chair  the  National  Economic  Council.  (He  has 
since  recused  himself  from  matter?  involving  Mc-ico.) 

During  the  primaries,  candidate  Clinton  hedgec  on  the 
North  American  Free  Trade  .Agreement,  but  he  certainly  was 
no  critic  In  the  sunmier  and  early  fall,  after  Ross  Perot  had 
infused  the  campaign  with  loosely  pc-.puiist  soundbites  about 
foreign  lobbyists,  job  losses  and  cheap  overseas  labor  mar- 
kets, Clinton  turned  up  the  flame  of  his  owt.  rhetoric.  Not 
only  was  he  going  to  end  "politics  as  'jsual"  in  Washington. 
Clinton  would  not  back  N.\rT.A  unless  certain  concerns 
about  U.S.  jobs  and  the  em'ironment  «ere  met. 

Around  this  time,  Mexico  was  getting  closer  and  closer  to 


FULL  DISCLOSURE? 

The  potential  abuses  of  foreign  lobbying  are  no  dif- 
ferent from  those  of  domestic  lobbying.  U.S.  cor- 
porations that  lobby  the  executive  branch  generally  are 
not  required  to  disclose  their  activities,  but  overseas  in- 
terests must.  Still,  the  disclosure  law  regarding  foreign 
lobbying— the  Foreign  .Agent  Registration  .Act  (EAJI.A) — 
is  weak,  and  the  government  office  that  enforces  it  keeps 
shoddy  records.  The  General  Accounting  Office  has  been 
the  most  vigilant  observer  of  FAR.As  inadequacies  and 
since  1974  has  issued  three  reports  documenting  prob- 
lems with  FARA  records.  The  G..A.O.  and  the  Justice 
Department  acknowledge  that  numerous  foreign  agents 
simply  do  not  register.  .More  than  half  the  time,  regis- 
tration statements  are  filed  late,  and  half  those  statements 
have  "inadequate  disclosure,"  according  to  the  G.A.O. 
Disclosure  on  Capitol  Hill  is  weak  as  well.  Many  lob- 
byists simply  do  not  register.  Members  of  Congress  must 
disclose  their  privately  funded  trips  just  once  a  year. 
Senate  staff  members  must  get  permission  from  the 
Ethics  Committee,  which  then  publishes  their  names  in 
the  Congressional  Record;  there  is  no  such  requirement 
in  the  House.  No  staffer  in  the  Home  or  Senate  earning 
less  than  $79,932  in  1993  is  required  to  disclose  any  in- 
formation about  free  travel.  These  laws  need  to  be 
tougher  and  uniform.  There  is  a  move  afoot  in  Congress 
to  pass  laws  compelling  more  disclosure  by  lobbyists  and 
their  clients.  The  proposed  legislation  does  not  go  as 
far  as  it  should,  but  it  will  make  it  easier  for  .members 
of  the  public  journalists  included,  to  track  campaigns 
like  the  pro-NAFTA  onslaught.        — C.L.  and  M.E. 


the  next  President  of  the  United  States.  In  September,  Nation- 
al Journal  ."-eponed  that  the  Me>ucan  government  had  irtained 
O'Melve.ny  and  .Myers,  the  law  firm  of  future  Secretary  of 
State  Warren  Christopher,  to  advise  Mexico  on  technical  is- 
sues in  the  .N.AFTA  negotiations,  such  as  antidumping  laws 
and  countervailing  duties.  O'Melveny  and  Myers  did  not  dis- 
close these  activities  to  the  Justice  Depanment. 

That  same  month  in  Little  Rock,  Bill  Clinton  received  a 
pro-NAFT.A  research  paper  written  by  two  of  his  longtime 
friends.  Pa-jia  Stern  and  her  husband,  Paul  London.  Stem 
had  ser.ed  on  the  International  Trade  Commission  in  the  mid- 
19S0s.  She  then  became  an  economic  consultant  to  several 
clients  and  lobbied  her  old  agency  on  behalf  of  Japanese  corpo- 
rations who  wanted  to  bring  high-definition  television  tech- 
nology to  the  potentially  lucrative  U.S.  market.  Stem  bad  the 
embarrassing  misfortune  of  seeing  her  labors  exposed  on  an 
Emmy  award-winrJng  episode  of  Frontline.  London,  who  has 
representee  several  overseas  clients,  including  the  Japan  Soci- 
ety of  Industrial  .Machinery  .Manufaaurers,  is  airrently  in  line 
to  receive  a  top  Clinton  Commerce  Department  appointment. 

These  two  F.O.B.s  had  been  retained  by  the  U.S.  Council 
of  the  Mexico-U.S.  Business  Committee — pro-NAFTA  mon- 
eyed interests,  many  of  which  have  of>eratiotis  in  Mexico.  Not 
surprisingly,  the  Stem  Group's  paper,  titled  "Investment,  Trade 
and  the  U.S.  Gains  in  the  N.AFTA,"  concluded  that  the  treaty 
would  have  positive  effects  on  the  U.S.  economy.  Stem  and 
London  optimistically  predicted  that  NAFTA  would  lead  to 
the  creation  of  200,000  new  U.S.  jobs.  (A  number  of  economic 
studies  have  been  published,  forecasting  everything  from  em- 
ployment ninana  for  U.S.  workers,  with  thousands  of  new 
jobs  created,  to  sheer  hell,  with  millions  of  jobs  lost.)  Shortly 
after  Clinton  received  this  report,  paid  for  by  pro-NAFTA 
forces,  he  announced  on  October  4  his  tentative  support  of 
the  treaty.  While  he  had  some  concerns  about  labor  and  en- 
vironmental issues,  ultimately  the  next  President  would  help 
make  NAFTA  a  reality.  The  public  commitment  was  made. 

Following  Clinton's  election,  the  Mexican  government  made 
its  first  direa  approach.  In  November,  Mexican  President  Sa- 
linas's Chief  of  Staff,  Jose  Cordoba-Montoya,  met  in  Wash- 
ington with  Clinton  transition  officials  Samuel  Berger  and 
Barry  Carter.  Cordoba-Montoya  pressed  them  to  support 
President  Bush's  signing  of  NAFTA,  which  he  did  on  Decem- 
ber 17.  Cordoba-Montoya  also  urged  that  Clinton  commit 
himself  to  securing  Congress's  approval  before  this  summer's 
recess.  On  January  9  President  Salinas  and  Clinton  met  in 
Texas.  The  Mexican  leader  was  the  only  head  of  state  the  Pres- 
ident-elect met  with  before  moving  into  the  White  House. 

But  that  wasn't  Mexico's  only  access  to  the  Clinton  gov- 
emment-in-waiting.  It  must  have  been  reassuring  to  Mexican 
officials  that  several  of  the  country's  paid  lobbyists  served  di- 
rectly on  the  Clinton  transition  team.  One  of  them  was  Ga- 
briel Guerra-.Mondragon,  a  former  special  assistant  to  the 
U.S.  Ambassador  to  Mexico  in  the  1980s  and  now  president 
of  two  Washington-based  consulting  firms  that  have  received 
a  lot  of  money  from  Mexico.  In  the  critical  period  of  October- 
December  1992,  Gucrra  &  Associates  received  $81,000  from 
SECOFl  to  "make  contact  and  meet  with  United  States  leg- 
islators and  other  public  officials."  At  the  same  time,  Guerra- 
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Mondragon  was  a  Clinton  transition  adviser  on  national  se- 
curity issues.  In  addition,  his  other  rirm,  TKC  Internation- 
al, has  received  $388,376  frotn  SECOFI  since  August  1991  to 
lobby  members  of  Congress,  as  mentioned  earlier. 

At  Treasury,  Secretary -designate  Lloyd  Bentsen  brought  in 
his  former  aide  Joe  O'Neill,  head  of  the  consulting  firm  Pub- 
lic Strategies,  which  was  retained  by  Mexico,  to  assist  in  the 
transition.  O'Neill  interviewed  prospective  political  appoint- 
ees and  helped  Bentsen  establish  his  Treasury  operations. 

After  the  inauguration,  Charlene  Barshefsky  was  nominated 
to  be  Deputy  U.S.  Trade  Representative.  She  has  been  regis- 
tered as  a  foreign  agent  for  Tirms  in  Japan,  Canada  and  Mex- 
ico. According  to  Justice  Department  records,  she  or  her  firm 
represented  a  broad  coalition  of  Mexican  companies  pushing 
for  NAFTA.  When  asked  if  Barshefsky's  background  posed 
any  problem,  a  sp>okesperson  for  the  office  of  the  U.S.  Trade 
Representative  told  The  yf-'all  Street  Journal,  "I  believe  it  is  a 
distinct  advantage  [to  have]  represented  both  domestic  and 
foreign  clients.  That  kind  of  well-rounded  representation  gives 
you  insight."  And  Clinton  nominated  Daniel  TaruUo,  of 
Shearman  &  Sterling,  as  Assistant  Secretary  of  State  for  Eco- 
nomic and  Business  Affairs.  TaruUo  will  oversee  the  depart- 
ment's trade  office.  He  reportedly  worked  for  Mexico  in  its 
NAFTA  trade  negotiations  with  the  United  States. 

Fly  the  Friendly  Skies 

For  the  past  two  years,  Mexican  business  interests,  working 
in  tandem  with  their  government,  have  waged  an  elaborate 
campaign  to  "educate"  U.S.  government  officials  about  the 
benefits  of  the  proposed  Nonh  American  Free  Trade  Agree- 
ment. Between  April  1991  and  February  1993,  the  deep-pockets 
Mexican  group  COECE  took  about  fifty  Congressional  staff- 
ers— including  Donsia  Strong — on  nine  trips  to  Mexico.  Al- 
though the  Constitution  prohibits  members  of  Congress  and 
their  employees  from  receiving  "any  present  .  .  .  of  any  kind" 
from  a  foreign  government  without  the  consent  of  Congress, 
such  trips  apparently  do  not  violate  this  provision  because 
COECE  is  ostensibly  a  nongovernmental  organization.  How- 
ever, it  does  have  close  ties  to  the  Mexican  government  and 
advised  it  during  the  NAFTA  negotiations.  And  its  executive 
director,  Guillermo  Guemez,  was  formerly  the  executive  vice 
president  of  Banco  Nacional  de  Mexico,  which  until  August 
1991  was  owned  by  the  Mexican  government. 

So  far  the  House  members,  the  governor  and  nearly  all  of 
the  Congressional  staffers  who  have  gone  to  Mexico  have  not 
publicly  disclosed  these  ac:ivities.  (Either  they  do  not  have 
to,  or  the  deadline  for  disclosure  has  not  yet  passed — and,  in 
some  cases,  won't  pass  until  after  Congress  has  voted  on  the 
treaty.)  In  the  Senate,  staffers  must  receive  authorization  from 
the  Ethics  Committee  before  accepting  foreign  travel;  their 
names  are  then  published  in  the  Congressional  Record.  So  far, 
fourteen  Senate  staff  aides  have  disclosed  their  participation 
in  the  trips. 

Queries  to  roughly  200  Congressional  aides  reveal  that  forty- 
eight  staff  members  went  to  Mexico  on  COECE's  dime.  TWo 
of  the  most  powerful  committees  in  the  House  of  Representa- 
tives were  targeted  by  COECE.  Bruce  Wilson  and  Mary  Lati- 
nier  of  the  House  Ways  and  Means  Subcommittee  on  Trade 
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journeyed  to  Mexico.  So  did  Janei  Poits,  a  suffer  for  John 
Dingell's  House  Energy  and  Commerce  Committee. 

To  beef  up  its  lobbying  efforts  in  Congress,  the  Mexican 
business  group  enlisted  the  services  of  Ruth  Kurtz,  a  well- 
connected  former  Senaie  aide  and  trade  expen.  Kuru,  hired 
for  $80,000  a  year,  was  a  good  catch.  From  1970  to  1980,  she 
wai  an  international  economist  and  U.S.  trade  negotiator  at 
the  Commerce  Department.  From  1980  to  1983  she  served  as 
a  trade  adviser  to  Paula  Stem  at  the  International  Trade  Com- 
mission. Then  she  jomed  the  staff  of  Republican  Senator  Wil- 
liam Roth,  where  she  \*as  a  major  author  of  the  1988  Omnibus 
Trade  Act.  Kurtz  quit  the  Senate  in  1989  and  subsequently 
signed  on  with  COECE. 

Kurtz,  who  refused  to  be  interviewed,  earns  her  keep  by 
schmoozing  with  former  fellow  trade  specialists  on  Capitol 
Hill,  the  men  and  women  advising  legislators  on  NAFTA. 
From  April  1991  through  October  1992,  according  to  Justice 
Department  records,  Kurtz  or  her  principals  discussed  NAFTA 
in  meetings  with  legislators  on  seventeen  different  occasions. 
There  were  two  meetings  with  Senate  minority  leader  Bob 
Dole.  Others  on  the  hit  list  include  then-Senate  Finance  Com- 
mittee chairman  Lloyd  Bentsen  and  Represenutives  Kika  de 
la  Garza,  Bill  Richardson  and  Robert  Torricelli.  But  the  real 
work  on  Capitol  Hill  occurs  at  the  staff  level,  so  the  Mexican 
business  group  and  Kurtz  presented  the  merits  of  NAFTA  to 
various  House  and  Senate  staffers  on  220  occasions — in  tele- 
phone conversations,  at  office  meetings,  over  lunch.  They 
held  ten  meetings  w  ith  governors  during  this  period,  includ- 
ing two  sessions  with  California  Governor  Pete  Wilson.  And 
they  met  with  officials  of  the  U.S.  Trade  Representative's  of- 
fice twenty-one  times,  including  twice  with  Trade  Rep  Carla 
Hills.  Kurtz's  former  employers  at  the  Commerce  Department 
heard  her  pitch  on  NAFTA  nineteen  times,  including  at  one 


meeting  with  then-Secretary  Robert  Mosbacher.  Nine  conver- 
sations were  held  at  the  International  Trade  Commission.  And 
the  staff  of  Senator  Roth,  ranking  minority  member  of  the 
powerful  Finance  Committee,  which  has  principal  jurisdic- 
tion over  trade  matters  such  as  NAFTA,  was  visited  by  alum- 
na Kurtz  twenty-two  times. 

Kurtz  wined  and  dined  some  staffers  at  Washington's  most 
popular  restaurants:  the  Ritz  Carlton,  Sequoia,  La  Colline, 
Sam  &  Harry's,  Joe  &  Mo's,  Old  Ebbin  Grill,  the  Monocle. 
Kurtz  and  her  Mexican  clients  also  played  Santa  Oaus.  Ac- 
cording to  Justice  Department  documents,  they  bought  a 
"Christmas  Gift  for  [a]  Member  of  Congress"  at  Saks  Fifth 
Avenue.  .Viother  Christmas  gift  wax  purchased  for  a  Congres- 
sional staffer  from  Viaoria's  Secret,  the  lingerie  chain.  The 
recipients  of  the  gifts  were  not  named.  (Congress  is  now  con- 
sidering a  bill  that  will  force  lobbyists  to  disclose  the  recipients 
of  such  gifts.)  Kurtz  also  worked  the  media,  spinning  positive 
stories  about  Mexico  and  with  NAFTA. 


Staffers  were  led  by  the  nose  to 
Mexico  to  hear  its  carefully  scripted 
story. 


But  the  centerpiece  of  Kurtz's  campaign  to  win  friends  and 
influence  Capitol  Hill  people  was  the  trips  to  Mexico.  Prac- 
tically all  of  the  trips  were  led  and  organized  by  Kurtz.  Both 
Democrats  and  Republicans  vvere  invited  on  these  visits.  Some 
of  the  staffers  work  for  legislators  who  have  already  decided 
their  positions  on  NAFTA,  and  others  work  for  legislators 
who  are  on  the  fence.  One  delegation  included  staffers  for  law- 
makers concerned  with  Mexico's  environmental  record.  An- 
other brought  together  staff  aides  to  members  who  care  about 
Mexico's  human  rights  record.  And  one  tour  consisted  of 
staffers  from  offices  that  were  openly  anti-NAFTA. 

These  trips  weren't  junkets.  Meetings  were  scheduled  back 
to  back.  The  agenda  was  loaded,  and  the  visitors  were  exposed 
only  to  the  business  side  of  the  issue.  Very  few  meetings  were 
held  with  Mexican  anti-NAFTA  groups,  and  these  had  to  be 
organized  independently  by  the  staff  members. 

Many  staffers  say  the  experience  made  them  better  imder- 
stand  the  importance  of  NAFTA  to  Mexico.  Some  left  feeling 
unsure  about  NAFTA's  envirorunental  and  job  reperctissions 
in  the  United  States.  But  several  staff  aides  note  that  they  came 
home  believing  that  if  NAFTA  is  good  for  Mexico,  it  will  be 
good  for  the  United  States.  Philip  Boyle,  who  was  a  legisla- 
tive assistant  for  former  Representative  Frank  Morton,  says 
that  Morton  was  undecided  about  NAFTA  until  Boyle  par- 
ticipated in  a  1991  COECE  trip.  Horton  was  among  those  who 
voted  for  giving  President  Bush  fast-track  authority,  which 
allowed  Bush  to  negotiate  NAFTA  without  too  much  inter- 
ference from  Congress.  Some  staff  people  on  the  Hill  report 
that  the  trips  reinforced  their  already  positive  attitudes  toward 
NAFTA.  And  clearly,  the  information  they  brought  back 
made  its  way  to  the  legislators.  For  example,  Bruce  Wilson, 
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staff  director  of  the  House  Ways  and  Means  Committee's 
Subcommittee  on  Trade,  says  "staff  findings"  from  these  trips 
were  shared  with  Dan  Rosienkowski,  chairman  of  the  com- 
mittee, and  were  made  available  to  other  committee  members. 
After  the  treaty  was  signed  by  Salinas,  Bush  and  Canadian 
Prime  Minister  Brian  Mulroney  in  December  1992,  COECE 
shut  down  its  Washington  office.  According  to  von  Bertrab 
of  Mexico's  NAFTA  office,  the  business  group's  primary  pur- 
pose was  to  serve  as  a  liaison  between  Mexican  corporate  in- 
terests and  Mexican  government  negotiators.  After  the  paa 
was  signed,  there  was  less  need  for  the  business-government 
interaction.  But  COECE  still  keeps  Kuru  on  its  pa>Toll— 
presumably  to  lobby  members  for  the  final  ratification  of 
NAFTA.  While  nations  trying  to  work  their  way  around 
AV^hington  have  occasionally  operated  through  govenunent- 
cotueaed  trade  associations,  Mexico  has  taken  its  persuasion 
efforts  a  step  funher.  The  trade  analysts  to  the  most  powerful, 
relevant  members  of  Congress  were  systematically  led  by  the 
nose  to  .Vlexico  to  hear  its  carefully  scripted  story. 

Big  Business  Weighs  in  Big 

Corporate  Mexico  and  the  Salinas  gowenunent  are  not  alone 
in  the  push  for  NAFTA.  Hundreds  of  major  U.S.  companies, 
eyeing  cheap  labor,  weak  regulations  and  new  consumers  in 
Mexico,  are  crusading  for  the  agreement.  Flimsy  disclosure 
laws  make  it  difficult  to  calculate  how  much  U.S.  business  in- 
terests are  spending  on  pro-NAFTA  activities.  But  the  total 
*Tuns  into  the  millions  of  dollars. 

The  most  prominent  organizations  pushing  NAFTA  are 
USA'NAFTA,  the  U.S.  Council  of  the  Mexico-U.S.  Business 
Committee,  Trade  Pannership,  the  U.S.  Chamber  of  Com- 
merce, the  National  Foreign  Trade  Council,  the  Business 
Roundtable  and  the  National  Association  of  Manufacturers. 
USA'NAFT.A  is  the  largest.  About  80  percent  of  the  coali- 
tion members  are  companies  and  20  percent  of  them  are  trade 
associations  and  what  USA'NAFTA  euphemistically  calls 
"consumer"  groups,  with  names  like  Consumers  for  World 
Trade,  Citizens  for  a  Sound  Economy  and  San  Diegans  for 
Free  Trade.  More  than  2,000  plants  operating  in  Mexico  are 
owned  by  U.S.  companies,  and  many  of  their  parent  compa- 
nies are  members  of  USA'NAFTA.  Formed  last  Oaober  by 
Kay  Whitmore,  the  chairman  and  C.E.O.  of  Eastman  Kodak, 
and  James  Robinson,  then  head  of  American  Express, 
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USA'N.AFTA  claims  to  have  raised  S2  million.  But  accord- 
ing to  the  group,  it  has  not  yei  spent  much  of  this  money.  Gail 
Harrison  of  the  Wexler  Group,  a  well-connected  public  affairs 
consulting  unit  of  Hill  and  Know  iion,  manages  an  extensive 
grass-roots  effort,  which  in  pan  involves  identifying  compa- 
nies in  Congressional  districts  that  are  pro-NAFTA  and  en- 
listing them  to  bring  local  pressure  to  bear  upon  the  relevant 
representative.  USA'NAFTA  also  hired  .Man  Maseng  Will  of 
Maseng  Communications  as  a  media  consultant  and  Chuck 
Levy  of  Wilmer,  Culler  and  Pickering  as  counsel. 


Corporations  are  spending  large 
amounts  of  money  to  get  NAFTA 
ratified 


USA'NAFTA  is  working  with  others  in  a  unified  network 
of  business  leaders  and  pro-N.AFT.\  associations  that  its 
members  have  dubbed  the  Alliance.  They  have  been  condua- 
ing  low-profile,  behind-the-scenes  lobbying.  Within  the  Belt- 
way, the  Alliance  has  made  the  House  of  Representatives, 
where  the  treaty  may  be  in  trouble,  its  prime  target.  (NAFTA 
proponents  believe  they  have  a  majority  in  the  Senate.) 

In  this  effort  to  woo  the  more  volatile  House,  the  U.S. 
Council  of  the  .Mexico-U.S.  Business  Committee,  an  Alliance 
member,  sponsored  a  two-day  event  for  new  members  of  Con- 
gress, from  both  parties,  at  the  National  Democratic  Qub  in 
Washington.  The  council  made  certain  that  local  pro-NAFTA 
business  leaders  were  present.  At  breakfast,  lawmakers  and 
their  staffers  sat  surrounded  by  business  people  from  their 
home  district  who  praised  NAFTA.  Congressional  NAFTA 
supponers,  including  Senator  Bill  Bradley,  the  chief  Senate 
supporter  of  NAFTA,  were  the  keynote  speakers  at  the  affair. 

USA'NAFTA  is  building  support  for  NAFTA  at  the  state 
level.  The  group  uses  "state  captains"  to  penuade  local  offi- 
cials and  business  people  to  rally  behind  the  treaty — and  let 
their  elected  leaders  know  where  they  stand.  TTie  state  cap- 
tains are  typically  officials  in  companies  that  are  commercially 
and  politically  influential  within  their  states:  BanlcAmerica 
in  California;  ACTSiT  in  Florida;  Dtj  Pont  in  Delaware;  Gen- 
eral Electnc  in  .Massachusetts;  General  Motors  in  Michigan; 
Eastman  Kodak  in  New  York;  Caterpillar  in  Illinois. 

According  to  USA'NAFTA's  legal  counsel.  Chuck  Levy, 
the  U.S.  business  community  organizations  keep  their  activities 
separate  from  those  of  the  Mexican  government.  But  the  Mex- 
ican NAFTA  office  communicates  regularly  with  V.S.  business 
groups  lobbying  for  the  treaty.  As  with  the  Mexican  govern- 
ment, U.S.  corporations  are  spending  large  amounts  of  money 
to  get  NAFTA  ratified,  and  their  labors  effeaively  comple- 
ment Mexico's  own  extensive  lobbying  campaign.  As  von  Ber- 
trab says,  Mexican  officials  are  "less  credible"  than  U.S. 
business  people  when  extolling  the  benefits  of  NAFTA  in  the 
United  States.  US.  companies  are  lobbying  for  what  their  offi- 
cials believe  is  best  for  them — and,  by  extension,  for  the  Ameri- 
can people.  Their  entry  into  the  fray  funher  stacks  the  deck. 
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Government  by  Special  Interests? 

What  has  all  this  expensive  hyperactivity  wrought?  The 
high-powered,  moneyed  interests  have  succeeded  in  making 
their  agenda  America's  agenda— and  even  given  it  an  apple 
pie-sounding  name;  North  American  Free  Trade  Agreement. 
William  Greider  has  written  about  a  sophisticated  form  of  po- 
litical manipulation  he  calls  "deep  lobbying,"  the  purpose  of 
which  is  to  define  public  argument  and  debate.  "It  is  another 
dimension  of  mock  democracy— a  system  that  has  all  the  trap- 
pings of  free  and  open  political  discourse  but  is  shaped  and 
guided  at  a  very  deep  level  by  the  resources  of  the  most  power- 
ftil  interests." 

For  years,  the  logic,  the  assumptions  and  the  seeming  in- 
evitability of  NAFTA  have  been  carefully  constructed,  and 
the  reasonable  concerns  of  environmental,  labor,  consumer 
and  other  groups  have  been  brushed  off  as  annoying  but 
harmless  gnats.  Except  for  some  token  memberships  on  a  few 
trade  advisory  committees,  these  modestly  fimded  forces  have 
been  largely  ignored  by  the  trade  professionals  in  the  three 
governments,  who  have  been  working  closely  with  the  vari- 
ous North  American  corporations.  Issues  of  greatest  impon 
to  the  great  majority  of  people,  such  as  the  potential  loss  of 
jobs  or  lowered  environmental  standards,  were  treated  as 
aftenhoughts  to  the  process.  These  concerns  were  given  scant 
attention  in  the  main  body  of  the  pact— hence  the  need  for 
"side  agreements"  to  NAFTA.  The  whole  process  has  a  cyni- 
cal, cosmetic  quality,  with  the  pretense  of  responsible  dis- 
course included  after  the  fart. 

As  with  so  many  critical  issues,  the  presence  of  a  high- 
powered  lobbying  campaign  makes  it  unlikely  that  decisions 
are  being  made  on  the  merits.  And  that  is  perhaps  the  most 
damaging  consequence  of  an  operation  like  the  selling  of 
NAFTA.  It  undermines  confidence  in  government. 

NAFTA  is  a  perfect  issue  for  lobbyists.  It  is  highly  technical. 
The  details  are  arcane.  Trade  matters  are  often  disposed  of 
far  from  public  scrutiny.  Even  some  members  of  Congress 
would  rather  not  deal  with  them.  How  could  the  NAFTA 
process  have  evolved  any  differently,  when  so  many  of  the  for- 
mer U.S.  trade  officials  have  been  retained  by  Mexico  or  US. 
corporations  with  subsidiaries  there?  In  such  a  setting,  the 
right  word  from  the  right  lobbyist  can  make  a  difference. 

NAFTA  is  too  important  to  leave  to  the  lobbyists.  The  per- 
suasion campaign  conducted  on  its  behalf  may  lead  to  pas- 
sage of  a  treaty  that  could  prove  harmful  to  a  vast  number 
of  Americans.  This  lobbying  free-for-all  is  more  evidence  that 
the  way  Washington  does  business  needs  to  change.  Clinton's 
executive  order  banning  former  government  officials  from 
going  to  work  for  special  interests  may  prevent  future  revolving- 
door  shenanigans  such  as  those  evident  in  the  NAFTA  game. 
The  lobbying  disclosure  bill  now  before  Congress  would  shine 
a  brighter  light  on  the  day-to-day  artivities  of  lobbyists  in 
Washington.  And  some  members  of  Congress  are  beginning 
to  eschew  all  future  privately  funded  travel  by  themselves  and 
their  staff.  Such  changes  are  overdue,  but  they  are  only  a 
beginning:  For  as  long  as  the  present  system  remains  in  place, 
the  public  will  rightly  wonder  whether  all  they  are  getting  is 
the  best  legislation  special-interest  money  can  buy.  D 
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The  Nation 

Has  15,000 

Best  Friends. 

Will  You  Be  15,001? 

Publishing  The  Nation  is  not  a  profitable 
venture.  So  it  takes  a  lot  of  friends  to  help 
pay  the  bills  and  maintain  The  Nation's 
strong,  independent  voice. 

We  call  these  friends  Nation  Associates, 
and  each  year  15,000  of  them  give  The 
Nation  a  donation  over  and  above  the  price 
of  their  subscription.  This  isn't  disposable 
income  for  us — we  need  this  help  to  con- 
tinue providing  the  alternative  perspectives 
and  voice  of  dissent  for  which  The  Nation 
is  known. 

When  you  join  the  Nation  Associates, 
you  receive: 

•  The  Nation  Associate,  a  newsletter 
that  takes  you  behind  the  scenes  at 
The  Nation. 

•  Discounts  on  a  revolving  list  of  more 
than  30  books  by  Nation  writers  and 
contributors. 

•  Special  invitations  to  Nation  events, 
lectures  and  political  discussion 
groups  in  your  area. 

Having  15,000  best  friends  has  made 
The  Nation's  proud  history  possible.  Would 
you  like  to  be  counted  among  our  friends?    i 

Yes,  I  want  to  join  the  Nation  Associates.  My 
membership  is  enclosed  in  the  amount  of. 

D  $15     n  $25      D  $50     n  $100     a  Other 


Name 


Address 
City 


.State. 


-ZIP. 


Please  return  to  The  Nation  Associates,  72  Fifth 
Avenue,  New  York,  NY  10011. 
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Commercial  Risk 

In  Mexico,  a  Dispute 
Over  a  Business  Deal 
May  Land  You  in  Jail 

Legal  System  Can  Be  Surreal; 
Nafta  and  Recent  Reform 
Won't  Cure  All  the  Ills 


Pemex's  Sovereign  Immunity 


By  DiANNE  S()us 

SlafI  nrporlrr  nf  Ttit:  Wai.i- .STttt->T  JornNAi. 

MEXICO  CrrY  -  ll  all  began  wiih  a 
knock  on  the  door  of  Room  19^  of  the  Hotel 
Sloiitfer  Presidenle. 

When  Alex  Arpjela  openeit  that  door 
three  year3  ago.  the  resort  developer  from 
Tucson.  Ariz.,  found  four  federal  judicial 
policemen  telling  him  he  had  a  problem 


Battle  Over  Nafta 

AUhounh  NnfU  cleared  ■  hurdle  on  Fri- 
day wK«n  •  federal  appeaja  court  panel 
niied  that  the  pact  waa  exempt  from 
formal  enviroiunenlal  review,  it  still 
faces  a  bloody  battle  for  survival  in 
Congresa.  Article  on  pa(e  AJ. 


with  a  car  registered  in  his  name.  But  this.  ! 
he  says,  was  a  ruse.  The  police  really  i 
wanted  to  talk  about  his  dispute  over  a 
bank  loan.  Although  it  would  have  been  a 
minor  civil  matter  in  the  U.S..  Mr.  ArgueU 
quickly  found  himself  behind  bars.  In  the 
headquarters  of  the  federal  attorney  gen- 
eral, he  says,  he  listened  to  a  man  being 
beaten  in  the  next  room,  and  was  told  he 
would  be  beaten,  too.  if  he  didnt  answer 
some  questions. 

He  answered  them.  But  still  he  lan- 
guished for  16  months  in  the  infamous 
Reclusono  Prevmtiiv  Norte  as  his  case 
wound  through  Mexico's  courts.  Among 
his  fellow  inmates:  Rafael  Can)  Quintero 
and  Miguel  Angel  Felix  Gallardo.  once 
Mexico's  top  cocaine  capos. 

"Ttie  whole  situation  w.is  a  bizarre 
nightmare,"  says  Mr.  Arguela.  who  was 
never  convicted  of  a  crime. 
Red  Tape  and  Worse 

If  you  think  dealing  with  the  U.S.  legal 
system  is  vexing,  try  tussling  in  Mexico. 
Mr.  Argueta's  ordeal  reads  like  a  surreal 
novel  by  Gabriel  Garcia  Marquez.  De- 
spite the  enthusiasm  over  trade  with  Mex- 
ico, dozens  of  Americans  are  finding,  as  he 
did,  that  when  a  cross-border  dea)  sours, 
they  risk  entering  a  labyrinth  where 
their  investments  can  be  wiped  out  by 
Inircanrriilic  blnckadi-s.  inircurial  m.iEls- 
txates.  or  worse. 

President  Carlos  Salinas's  government 
has  taken  some  steps  to  straighten  out 


these  problems.  His  new.  reform-minded 
attorney  general.  Jorge  Carpizo,  recently 
started  a  special  arbitration  unit.  And  In 
luly.  Mexico's  ancient  commercial  code- 
based on  Napoleanic  law  -was  modernized 
to  streamline  arbitration.  Bail  laws  were 
liberalized  this  month  to  provide  freedom 
for  a  wider  variety  of  charges,  including 
criminal  matters  that  would  be  civil  mat- 
ters in  the  U.S.  Carlos  Angulo.  a  Mexican 
attorney  with  the  U.S.  law  firm  of  Baker  & 
McKenzie.  calls  these  changes  "a  break- 
ihrough. " 

He  notes,  however,  that  the  stream- 
lined arbitration  process  won't  cover  all 
business  disputes.  Many  businesspeople. 
to  be  safe,  say  they  will  continue  putting 
clauses  in  contracts  calling  for  pnvate 
arbitration.  Attorneys  in  both  countries 
say  that  even  if  the  North  Amencan  Free 
Trade  Agreement  lakes  effect,  settlement 
of  business  disputes  between  private  firms 
will  remain  a  problem  for  companies  in-  i 
vesting  in  Mexico.    "Nafta  doesn  t  deal  I 
with  AIDS,  malaria  or  guns  in  the  streets."  I 
says  Julius  KaU.  Nafta's  chief  negotiator  I 
for  the  Bush  administration.  And  "Nafta  | 
duesn  t  deal  with  privateparty-to-private- 
party  disputes. '  but  with  disputes  arising 
over  such  Nafta  items  as  tariffs  and  intel- 
lectual property,  he  says. 

To  be  sure,  many  foreigners  never  run 
into  trouble  investing  in  Mexico.  But  when 
they  do  run  afoul  of  the  Mexican  legal 
system,  it  can  be  a  tortuous  experience. 
Mr.  Angulo.  the  attorney,  warns  that  the 
problem  of  illegal  arrest  procedures  "has 
been  and  remains  a  very  important  area  o( 
human-rights  violations  In  Mexico." 
Crime  Against  the  Patrimony 

In  Mr.  Argueta's  case,  the  issue  seemed 
fairiy  simple.  Banco  Mexicano  Somex  SA 
said  he  shouldn't  have  used  Ihe  proceeds 
from  its  S2  million  loan  to  repay  other 
investors  in  his  development  project  along 
the  Gulf  of  California.  Mr.  Argiieta  said  he 
had  papers  signed  by  an  officer  of  the 
bank  showing  that  it  knew  all  along  how 
he  planned  to  use  the  money. 

When  the  dispute  developed,  the  bank, 
then  government-owned,  evidently  had  le- 
verage Mr.  Argueta  hadn't  counted  on. 
The  next  thing  he  knew,  he  had  been 
charged  with  a  crime  against  Mexico's 
patrimony,  a  vague  category  of  illegal 
behavior  (and  one  that  isn  I  affected  by  the 
streamlined  arbitration  procedures  I.  He 
tried  to  fight  the  charge,  but  it  was  shuttled 
back  and  forth  among  seven  judges  as  he 
sat  in  prison.  One  judge  bowed  out  because 
she  knew  an  attorney  on  the  case,  but  only 
after  studying  it  for  seven  months.  Eventu- 
ally, Mr.  ArgueU  signed  an  agreement 
modifying  the  terms  of  the  loan,  and  the 
charges  were  dropped,  according  to  legal 
documents. 

Says  Jack  Binns,  a  former  U.S.  ambas- 
sador to  Honduras  who  tried  to  assist  Mr. 
Argueta:  "If  you  are  in  jail,  you  settle.  It's 
the  dispute-resolution  mechanism. " 

Though  he  is  out  of  jail.  Mr.  Argueta 
says  the  bank  refuses  to  send  him  state- 
ments listing  the  principal  and  interest 
accumulated  on   his  restructured   loan. 
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Commercial  Risk: 
In  Mexico,  a  Dispute 
Can  Land  You  in  Jail 


Conlinued  From  First  Pnpe 
which  comes  due  at  Ihe  end  o(  1994.  He 
(ears  that  if  he  doesn't  gel  an  accurate 
accounting,  the  bank  may  find  a  new  way 
to  claim  that  he  violated  the  agreement, 
and  he  may  ultimately  lose  title  to  the 
scenic  Gulf  o(  California  property. 

Banco  Mexicano  Somex  points  out  that 
Ihe  loan  dispute  cropped  up  when  the  bank 
was  in  government  hands,  which  It  no 
longer  is.  Asked  about  Mr.  Argueta's  ap- 
parent arrest  on  false  pretenses,  a  lawyer 
tor  the  bank  says.  "That  is  possible. 
That  is  how  Ihe  attorney  general  manages 
things,  not  the  bank."  But  the  lawyer.  Raul 
Cardenas,  adds  that  Mr.  Argueta  was 
"pardoned"  by  the  bank,  and  "to  accept 
the  pardon  is  to  admit  that  he  committed 
Ihe  cnme."  Mr.  Argueta's  attorney  denies 
that  his  client  implicitly  or  explicitly 
admitted  guilt  to  get  out  of  prison. 

The  arrest  occurred  before  President 
Salinas's  reformist  attorney  general  was 
appointed,  and  his  office  says  it  has  no  file 
on  the  case.  Mr.  Argueta  had  complained 
10  the  government,  but  he  says  his  letters 
went  unanswered. 

Other  investors  have  hit  a  different 
obstacle  -  a  statutory  one.  Robert  Gough 
wrestled  with  Petroleos  Mexicanos.  Mex- 
ico's petroleum  monopoly,  known  as  Pe- 
mex.  for  two  years  over  its  agreement  to 
buy  19  costly  valves  from  his  company. 
Tubular  U.S.A.  Inc..  of  Corpus  Christi. 
Texas.  When  Tubular  didn't  receive  a 
S234.000  payment  for  four  of  the  valves,  it 
sued  Pemex  in  a  federal  court  in  Houston 
rather  than  get  caught  up  in  Mexico's 
murky  legal  system. 

Tubular  provided  evidence  of  a  fraudu- 
lent plan  by  Pemex  employees  to  run  off 
with  the  money,  and  the  judge  agreed  that 
Tubular  was  the  victim  of  corruption.  But 
Pemex  argued  successfully  that  it  was 
protected  under  the  a  law  called  the  U.S. 
Foreign  Sovereign  Immunities  Act.  which 
shields  foreign  governments  from  a  wide 
variety  of  suits.  In  short.  Pemex  could  act 
like  a  business,  but  when  it  pleased,  it 
could  claim  a  sort  of  governmental  status. 
"I  still  can't  believe  it."  Mr.  Gough  says. 

Bill  Flanigan  and  David  Black,  part- 
ners in  Arriba  Ltd..  of  Houston,  slid  into  a 
similar  morass  after  agreeing  in  1984  to 
buy  residual  oil  from  a  Pemex  labor  union. 
The  union,  which  had  long  had  the  right  to 
sell  a  certain  percentage  of  Pemex's  oil 
and  had  taken  a  cut  of  it.  didn't  deliver  the 
oil.  Arriba  sued  the  union  in  federal  court 
in  Houston  and  won  two  default  judg- 
ments, which,  including  treble  damages 
and  interest,  totaled  S4S0  million.  The 
union  refused  to  pay.  just  as  it  had 
refused  to  attend  key  court  hearings. 

Messrs.  Flanigan  and  Black  enlisted 
sheriffs  deputies  to  confiscate  any  union 
assets  located  north  of  the  Rio  Grande. 
They  managed  to  seize  jewelry  that  a 


union  official  had  left  m  a  safe-deposit  box 
in  Texas,  and  impounded  two  union  air- 
planes. In  1989  they  seized  a  third,  a 
Boeing  757  jet.  but  it  turned  out  to  belong  to 
Ihe  Mexican  president;  they  relumed  it. 

Xhe  oil  men  thought  at  one  point  that 
Ihe  union  was  finally  willing  to  compro- 
mise: it  agreed  to  pay  their  legal  fees  and 
make  oil  deliveries  over  the  next  18 
months.  To  celebrate  the  agreement,  the 
union  rented  a  hotel  in  McAllen.  Texas, 
and  flew  up  a  squadron  of  Mexican  enter- 
tainers to  fete  the  two  men  at  a  lavish 
party.  But  after  paying  the  $750,000  in  legal 
fees  -  plus  a  big  hotel  bill  -  the  union  still 
didn't  deliver  the  oil. 

Messrs.  Flanigan  and  Black  also  tried 
suing  Pemex  but  hit  the  same  stone  wall 
that  had  blocked  Mr.  Gough:  the  Foreign 
Sovereign  Immunities  Act.  Pemex  also 
argued  successfully  (hat  the  contracts 
were  illegal  because,  when  the  union 
signed  them,  it  no  longer  had  the  right  to 
such  business.  In  eight  years  of  legal 
maneuvering,  the  Americans  have  col- 
lected only  a  little  more  than  $1  million  on 
their  S4S0  million  in  default  judgments. 

So  vexing  are  the  problems  in  Mexico's 
vacation-home  industry  that  fully  a  third  of 
the  cases  in  the  U.S.  Embassy's  Properly 
Retovery  Unit  are  dedicated  to  such  hous- 
ing. Gloria  Lajous.  author  of  a  recent 
book  on  tourist  problems,  says.  "We  have 
always  taken  corruption  for  granted." 

Unfortunately.  Dorothy  Bringe  didn't. 
The  Chicago  personnel  consultant  thought 
the  Mexican  government  would  stand 
behind  her  investment  in  a  condominium 
in  Cancun.  The  reason:  Under  Mexico's 
complex,  protectionist  property  laws,  a 
government-bank  trust  owned  the  land 
under  the  property.  Moreover,  the  govern- 
ment was  encouraging  investments  in 
tourism.  But  when  the  condo  developer  ran 
into  trouble  and  skipped  with  what  was  left 
of  J15  million  collected  from  hundreds  of 
condo  buyers,  the  government  said  they 
were  on  their  own. 

Then  they  got  sucked  in  further.  A  wily 
construction  union  contended  it  was  first 
in  the  line  of  creditors.  Mrs.  Bringe  says 
she  and  more  than  100  others  paid  the 
union  S40.000.  hoping  to  resolve  the  issue, 
but  the  payment  did  no  good.  "We  made 
many  mistakes."  she  says. 

The  group  finally  resorted  to  picketing 
Mexican  consulates  in  the  U.S..  U.S.-Mexi- 
can  trade  shows,  and  a  meeting  of  Presi- 
dent Salinas  and  President  Clinton  late 
last  year  in  Austin.  Texas.  Now  the  group 
Is  working  with  its  third  attorney  on  the 
eight-year-old  problem.  "I  am  still  a  sup- 
porter of  Nafta."  Mrs.  Bringe  says,  "but  it 
worries  me  that  no  one  has  addressed  the 
issue  of  small  businessmen  getting 
burned." 

For  Peter  Florance,  the  frustration  ex- 
tends to  a  very  personal  matter:  executive 
compensation.  A  senior  executive  for  more 
than  a  decade  with  Buffalo  Forge  SA. 
which  was  a  Mexican  industrial-ma- 
chinery affiliate  of  a  unit  of  Ampco-Pilts- 
burgh  Corp..  he  got  into  a  bind  when 
his  job  was  cut  in  1991  in  a  corporate 
restructuring.  He  asked  for  about  S250.000 
that  he  believed  was  due  under  Mexico's 


generous  severance-pay  laws.  Instead,  he    ' 
ended  up  in  pnson. 

Rather  than  giving  him  severance  pay, 
(he  company  accused  him  of  "abusing  the 
trust "  of  his  employer  by  authorizing  a 
J7.000  loan  to  an  employee.  The  employee 
had  been  raped  and  needed  the  loan  to  get 
safer  housing.  Mr.  Florance  says.  It  isn't 
uncommon  for  Mexican  companies  to  lend 
money  to  employees  in  good  standing. 

Sitting  in  jail.  Mr.  Florance  tried  to 
fight  his  case  all  the  way  to  the  Mexican 
Supreme  Court  but  found  the  process  mad- " 
dening.  Court  officials,  for  instance,  con- 
tended that  they  hadn't  received  his  evi-  ' 
dence.  even  though  his  attorney  has  a 
receipt  for  acceptance  of  the  package. 
He  eventually  agreed  to  sign  a  document 
saying  he  had  abused  his  employer's  trust. 
He  received  no  severance  pay.  Ampco- 
Plttsburgh  says  it  isn't  familiar  with  the 
episode  and  can't  commenL 

"How  do  I  feel  about  the  Mexican  legal 
system?"  says  Mr.  Florance.  now  liv- 
ing in  Phoenix.  "It  is  probably  the  most 
corrupt  system  in  the  world  I  know.  " 
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Mexico's  Bankin 
Afflicts  Investors 

Corruption  Said  to  Be  Compounding  Risk 


By  Tod  Robbenon 


MEXICO  CITY.  ApnJ  29— 
Houscon  busm«ssman  Richard 
WOkens  said  he  was  aware  chat 
Mexican  banJu  operate  differ- 
ently from  those  of  the  Uaited 
States  and  Canada,  but  never 
did  he  believe  be  w  uid  have  to 
go  to  cxnut  simply  to  oboin 
copies  at  canceled  checks  writ- 
ten on  his  company's  account 

Tucson-based  real  estate  de- 
vek>per  Alex  Argueta  said  he 
was  'damn  mad*  after  spending 
18  months  in  jail  here  because 
of  a  Mexican  bank's  failure  to 
hoiMr  the  terms  of  a  $2  milC  n 
loan. 

In  Destin.  Fla..  international 
broker  Wmiam  FairchiM  is  so- 
liciting the  help  of  President 
Clinton,  Secretary  of  State  War- 
ren Christopher  and  C  mmerce 
Secretary  Ronald  H.  Brown  to 
reojver  nearly  $6€.000  from  a 
Mexican  bank  that  cashed  a 
forged  check  written  on  his  ac- 
count last  October. 

As  Mexico  gears  up  for  an 
expected  boom  in  international 
trade  as  a  result  of  the  pending 
North  American  Free  Trade 
Agreement,  small  and  large  f  r- 
eign  businesses  are  rurming  into 
a  formidable  non-tanff  barrier. 

Mexico's  banks,  prtvauzed  by 
President  Cark»  Salinas  de 
Gortari  two  years  ago  after  a 
decade  of  government  owaer- 
ship,  have  yet  to  jettis  a  many 
of  the  practices  that  have  grven 
them  a  reputation  I  caDy  as  in- 
effident  and.  often,  corrupt 

It  IS  Dot  just  a  lack  of  govern- 
ment oversight  of  banking  prac- 
tices and  absence  of  indepen- 
dent aaditisg.  say  the  critics,  or 
that  cashing  a  check  can  take 
two  hours  in  line. 

According  to  Wilkens,  Ar- 
gueu  and  Fairchild,  as  well  as 
Mexican  o&idals,  problems  in- 
chide  coDusion   between  bank 


executrves  and  corrupt  Mexican 
businessmen  who  have  at- 
tempted to  defraud  unsuspecting 
clients  out  of  thousands  or  even 
millioas  of  dollars. 

Deputy  Attorney  General 
Humberto  Benitez  Trevino  said 
that  his  office  is  investigating 
^scores  of  such  banking  cases  and 
Uiat  there  is  a  backlog  of  several 
hundred  more  chat  federal  au- 
thorities eventually  viQ  pursue. 
He  saxl  that  in  the  last  four 
mooths  alone,  the  justice  min- 
istry has  received  83  criminal 
complaints  against  bank  officials 
acctned  of  fraud,  embezzlement 
or  other  misuse  of  funds. 

There  a  a  problem  with  cer- 
tain functionaries  at  certain 
banks,  and  we  are  working  with 
the  utmost  seriousness  to  weed 
them  out.'  Trevirw  said.  This 
does  not  mean  that  the  banking 
system  itself  is  corrupt.  It  is  nat- 
ural to  have  these  kinds  of  proth 
lems  in  a  banking  system  as  mo- 
bile and  rapidly  growing  as 
ours.' 

The  as-yet  unratified  NAFTA 
treaty  stipulates  a  six-year 
phase-in  for  Lf.S.  and  Canadian 
banks  to  operate  m  Mexico  By 
2000.  foreign  banks  could  have 
DO  more  than  a  IS  percent  share 
in  banking  here  and  neither  side 
in  the  debate  over  the  treaty  has 
been  able  to  forecast  the  effect 
that  this  limited  compeiitioa 
couU  have  on  the  banking  prac- 
tices in  question. 

Some  members  of  Congress 
say  they  plan  to  raise  questions 
about  the  practices  in  debate 
over  NAFTA,  already  in  trouble 
in  Washington.  Rep.  .VUrcy  Kap- 
tur  (D-Ohjo),  said  in  a  telephone 
internew  that  she  will  discuss 
the  issues  of  banking  and  busi- 
ness corruption  with  Salinas  and 
other  senior  officials  here  during 
a  visit  this  week  by  10  U.S.  con- 
gresswomen. 

'In  general,  the  problem  is 
Sm  MEXICa  A40.  Coll 
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one  of  doing  business  in  .Mexico  ac- 
car&g  to  US.  standards  and  prac- 
tiees.'  Kaptur  said.  -Bribes  are  the 
order  of  the  day  down  there.  The 
fisQce  system  is  highly  questionable. 
If  *e  are  to  do  busuiess  under  these 
circsmstances,  what  are  the  court 
remedies.''' 

A  senior  Mexican  oflidal;  ac- 
kaowledgittg  Kaptur's  coocems.  said 
that  despite  attempts  by  the  attor- 
ney generaf  s  office  to  crac^  down 
oa  irregularities,  camiptna  in  the 
fi&arr  remains  a  serious  imped- 
pnfuf  to  bringing  corrupt  bankers  to 
>atice— a*  well  as  to  Mexico's  ef- 
forts to  attract  foreign  business  and 
capital 

.  Wilkens,  president  of  the  Canada- 
based  aviaaoo  services  company  Air 
Routing  biemationai,  said  be  was 
^W  Oabberjrasted*  by  the  number 
.0^  serious  irregularities  his  company 
fiscoveied  whea  it  sought  to  aodtt 
its  owB  account  U  Mexico's  Muhi- 
baaco  Mercantfl  Probursa.  Since 
1989,  Wilkens  said,  the  company 
bad  moved  roughly  $34  miHioa 
through  that  account 

Because  of  the  irregularities.  Air  ' 
Routing  eariy  this  year  filed  suit 
against  Multibanco  in  a  Texas  court 
ailegisg  that  Mohibanco  sought  to 
blodt  Air  Routing  from  withdrawing 
funds  from  its  own  account,  refused 
to  refund  $264,000  deposited  for  a 
letter  of  credit  with  the  bank,  and 
acconfing  to  bank  statements,  en- 
gaged in  unauthorized  activity  in- 
volving the  account 

Air  Routing  requested  copies  of 
canceled  checks  to  reconcile  the  ac- 
count, but  bank  officers  said  it  woukl 
be  one  to  two  years  before  the 
-checks  could  be  found,  the  lawsuit 
aBeged.  j 

"The  idea  that  you  have  to  go  to 
court  just  to  get  copies  of  canceled 
cfaeda  Is  hidiaous,*  WiOceRS  said  in 
a  telephone  interview.  He  alleged 
that  a  senior  Multibaoco  executive 
was  helping  pass  information  about 
Air  Routing  to  one  of  the  company's 
cofflpetiioQ  and  that  the  bank  ob- 
structed Air  Routing's  audit  to  pre- 
.vent  discovery  of  tha. 
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MulUbauco's  chief  legai  counsel, 
Li^  Robles.  said  the  two  stdea  are 
«ortm(  oo  an  out-o^-courc  seCtJe- 
^n*^l^  in  wiuch  Multibaoco  wUl  afree 
to  pay  aQ  letal  fees  and  expedite  Air 
Routine's,  investigattaa  o^  irregular- 
ities He-  adcnowiedic^  WOkins's 
aOegaticns  but  sought  to  pUy  down 
their  significance.  ■« 

Inteniatioaal  broker  FairchiM  said 
be  has  had  00  such  hick  getting  his 
Mexico  City  bank.  Banpais,  to  reim- 
burse hira  after  it  cashed  a  forged 
(66.000  cbedc  written  oo  Fair- 
diikl's  account.  He  said  the  forger 
was  a  Mexican  business  partner  wto 
Jiad  contracted  to  supply  Fairchild 
with  44.000  pounds  of  instant  cof- 
fee, which.  J^airchiki  planned  to  sell 
to  buyers  in  Russia. 

The  buaness  partner.  Antoolo 
Flores  Ramirez,  acknowledged  in  an 
interview  that  be  cashed  the  check 
and  that  if  had  a  forged  signature. 
However,  6e  denied  taking  part  in 
the  forgery.  He  said  he  couM  not 
ezptaitt  boot  the  check  was  forged. 

Fairchild  said  the  coffee  deal  fell 
through  when  the  $66,000  disa^ 
peared  from  hb  account.  He  said  the 
bank  has  acknowledged  it  was  in  er- 
ror (or  failiBg  to  obtain  identificatioo 
from  the  man  who  cashed  the  check, 
bat  that  the  bank  was  waiting  for  a 
court  to  order  a  reimbursment.  Lots 
Akantara  Gutierrez,  manager  of  the 
branch  that  cashed  the  check,  de- 
dined  to  comment. 

Carlos  F.  Poza.  a  atmmerdal 
eoonseksr  at  the  U.S.  Embassy  here, 
has  written  a  letter  urging  Banpais 
to  CMtect  the  problem,  but  the  bank 
has  failed  to  respood. 

FairduU  said  his  Russian  custoo- 
ers  are  suing  him  for  $250,000  for 
faifing  to  fulSB  the  contract.  whOe  be 
already  fa»  spent  $125,000  at- 
tempting ta  recover  the  mooey  he 
lostinMeBca. 

Attorney  General  Jorge  Carpcso 
reportedly  is  probing  aOeged  coQu- 
sioa  between  officials  <i  his  own 
ministry  and  some  bank  managers 
working  to  defraud  commercial  cfi- 
ents  through  "bait-and-switch* 
schemes. 

Such  sciiemes  involve  luring  bor- 
rowers wuh  an  interna  txmaUy  com- 
petitive interest  rate  and  a  set  re- 
payment ':p«riod.  But  as  the  dient 
begins  arranging  to  invest  the  loan 
mooey  in  a  commercial  project,  the 
bank  informs  him  that  the  kian  moo- 
ey b  not  available.  The  bank  then 


offers  to  dole  out  the  loan  in  small 
incremenis,  with  shorter  repayment 
periods  and  higher  interest  rates 
than  onginaHy  agreed  upoo.  The 
cfient,  by  this  time  desperate  to  get 
his  protect  underway,  has  little 
choice  but  to  accepc 

Real  estate  developer  Argueta 
said  be  believes  he  was  a  victim  of 
such  a  jcheme,  and  that  it  was  aimed 
at  fraudulently  setzmg  property  be 
owned. 

In  1989,  as  Argueta  was  trying  to 
purchase  and  devek:p  215  resideo- 
tial  Iocs  at  a  planned  resort  country 
dub  in  Somra  state,  he  arranged  for 
a  lump-foffl  }2  millioa  loan  from 
'Banco  Mexicano  Somex.  now  ooe  ol 
Mexico's,  largest  banks.  Argueta 
said  he  secured  the  kian  by  putting 
up  199  of-  the  k>ts  as  collateral,  and 
that  be  was  to  have  a  year  to  repay. 
.  But  when  Argueu  tried  to  collect 
the  kan.  Itank  o£Bcsrs  said  they 
lacked  sufficient  funds.  Instead,  they 
said  they  would  have  to  £sburse  the 
mooey  a  little  at  a  time,  with  mudi 
shorter  repayment  perxals.  Argueta 

said  bank  officials  promised  verbally, 
however,  to  grant  automatic  exteo- 
sioos  oa  the  repayment  periods  so 
he  would  have  nearly  the  same 
terras  as  his  original  loan.  The  short-. 
age  of  specifics  in  the  contract  ap- 
parently left  both  sides  vulnerable. 

When  the  first  short-term  kans 
came  due.  Argueta  said,  the  bank 
reneged  oo  its  promise  to  grant  an 
automatic  extentxtn.  Argueta  said 
he  flew  here  in  August  1990  to  clar- 
ify the  payment-sdiedule  discre^ 
ancy,  but  bank  officials  refused  to 
see  hira.  Federal  agents  arrested 
him  at  his  hotel  and  Argueta  said  he 
was  held  in  jail  without  trial  for  18 
months  while  Banco  Mexicano  offi- 
cials prepared  to  seize  his  property. 

Under  Mexican  law,  a  dispute  be- 
tween a  bank  and  a  debtor  normally 
is  handled  as  a  civil  matter,  but  be- 
cause Banco  Mexicano  was  still 
owned  by  the  government,  its  man- 
agers arranged  for  Argueta's  arrest 
by  arguing  that  be  had  attempted  to 
steal  Mexico's  patrimony,  its  money. 

Argueta  was  released  in  Decem- 
ber 1991  only  after  agreeing  to  the 
now-privauzed  bank's  terms  for  re- 
payment of  the  original  $2  miUioo 
loan  phis  interest  accrued  while  be 
was  in  jaiL  He  said  the  threat  of  in- 
definite incarceration  left  him  no 
choice  but  to  accept  the  deal 

Argueta  estimates  he  has  lost  $17 
million  as  a  result  of  the  dispute  and 
the  collapse  of  his  company.  He  said 
the  bank  is  still  maneuvering  to  seize 
his  property  in  Sonora. 


Jose  Dosal  de  la  Vega,  Banco 
Mexicano's  chief  attorney,  refused 
to  discuss  Argueta's  case.  According 
to  a  report  last  month  m  the  Mexico 
City  daily  El  rinanaero.  Banco 
Mexicano  is  one  of  several  banks 
being  investigated  by  the  attorney 
general  for  allegedly  fabricating 
criminal  complaints  against  loan  cli- 
ents, seizing  their  property  and  il- 
legally arranging  for  federal  agents 
to  arrest  the  clients. 

1  never  imagined  anything  Qke 
this  would  have  happened  when  I 
surted  this  project.'  said  Argueta. 
who  is  a  SaWadoran  national.  'Fraud 
happens  everywhere,  not  just  in 
Mexico.  But  you  never  think  that  a 
bank  would  participate  in  such  a 
thing.  When  you  think  of  a  baiOi.  yoa 

think  it  is  the  ultimate  in  security.' 
A  Mexican  real  estate  developer. 
Gildardo  Bueno,  said  be  and  his 
brother.  Jose  Bueno.  were  victims  ot 
an  almost  identical  scheme  involving 
another  major  Mexican  bank  that 
agreed  to  make  a  smaQ-business 
kan  for  housing  the  Buenos  were 
buikling  near  Mexico  City. 

The  contract  stipulated  a  lump- 
sum, government-backed  k>an  with 
interest  rates  of  14  to  18  percent. 
Instead,  the  bank  disbursed  the  ban 
mooey  In  small  increments  and 
charged  the  Bueno  brothers  interest 
rates  that,  according  to  bank  docu- 
ments, tanged  from  60  to  185  per- 
cent. 

Jose  Bueno  said  from  jail  in  a 
phone    interview    that    when    the 

brothers  complained  to  govern- 
ment authorities,  bank  offidala 
retaliated  by  having  him  ar- 
rested— again  on  the  basis  that  he 
was  trying  to  steal  the  national 
patrimony.  ,  Although  a  federal 
judge  ruled  in  February  that  the 
bank's  case  had  no  merit.  Jose  Luis 
cannot  be  released  until  another 
judge  so  orders.  Several  judges 
have  refused  to  accept  jurisdictioo 
in  the  case. 

Bueno's  case  has  won  the  atten- 
tion of  several  members  of  the  US. 
Congress.  In  a  letter  to  Salinas  this 
month.  Rep,  Helen  Delich  Bentley 
(R-Md.)  called  it  *a  case  of  judicial 
miscarTiage*  and  said  it  raises  *a 
red  flag*  for  Congress  as  it  consid- 
ers whether  to  approve  NAFTA. 
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